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FOREWORD 


“A study of past disturbances leads to the convic- 
tion that no business change has occurred which was 
not preceded by loud warnings. These warnings 
ought not to pass unheeded, and in order to recognize 
them promptly it is necessary that accurate statistics 
be furnished. Much improvement has been accom- 
plished in the last few years, though tt is to be regretted 
that so much of our statistical information is fragmen- 
tary or inaccurate. Official and private publications 
furnish much valuable information. They include 
voluminous figures of deposits and loans of banks, 
movement of specie, exports and imports, railway 
earnings, wholesale prices, and the condition and 
probable yield of crops. A vital defect in many of 
them 1s the omission to give, for purposes of compari- 
son, similar figures for previous months and years. 
Another defect is the absence of uniformity in the 
methods and classification employed. These com- 
parative statistics would afford a means of determining 
the trend of events, and give warning when prices are 
unnaturally high or any branch of business is over- 
done. Its also noteworthy that we do not sufficiently 
consider statistics relating to the course of affairs in 
foreign countries, the influence of which upon our 
own condition is of the utmost importance, by reason 
of the enlargement of our trade and the closer interna- 
tional relations of modern commerce. Other statistics, 
which are inadequate or lacking and which would be 
of great value, are those pertaining to the employment 


of labor, capital invested in new enterprises, amounts 
expended in new construction, volume of production 
tn the various kinds of manufactures, and statistics 
of state banks and savings institutions similar to 
those pertaining to national banks. After making 
due allowance for the insufficiency of statistics, it 
must be said that the failure to pay sufficient attention 
to those already available is equally to be regretted.” 


The above was written in 1902 by the late Hon. 
Theodore E. Burton, U. 8. Senator from Ohio, and 
is very interesting as a matter of prophecy. The 
“vital defects’? mentioned have, however, now 
largely been overcome, and the office of the author 
of this book has obtained and is now able to furnish 
regularly figures which Senator Burton then so 
much desired. 


PREFACE 


(Fundamental Principles which readers of this book should 
always keep in mind.) 


N | EITHER this book nor any other can aid a 
banker, merchant, or investor to reach his 
goal within a short time. Nobody knows 

nor can know what conditions or prices are to exist 
within a few weeks, or even months, and 95% of 
the men who endeavor to take advantage of these 
monthly movements — or even who worry about 
them — never make much headway. 

Success is the result of ignoring these monthly 
fluctuations in commodity and security prices, 
and of striving to anticipate and profit by the 
major movements coming every few years. These 
major movements can be foretold if one will spend 
the necessary time and money in studying funda- 
mental conditions. Therefore a fortune is within 
the grasp of every reader of this book who has and 
uses the necessary figures. There are, however, 
two requisites: 

1. One must develop self-control, both to refrain 
from attempting to profit by the monthly fluctua- 
tions, which 95% of the people endeavor to follow, 
and to act quickly and take advantage of the major 
movements, which 94% of the people fail to profit 
by, either because they are infatuated with pros- 
perity or scared by panic or depression. 

2. One must develop patience, and remember 
that it takes years to build up success in this way; 


that it is an especially slow process at first, so that 
what we spend for obtaining the data the first few 
years may seem large during these early years. 
The expense, however, is infinitesimal compared 
with the value. In truth, it is due to the fact that 
most people ignore these figures, that 90% of our 
business men are said to “‘ fail.” 

Some ask: “Are not students of fundamental 
- conditions working to their own disadvantage in 
urging others to unite in this work? ” My answer 
is “Theoretically — yes.’”’ On the other hand, every 
honest preacher, physician, lawyer, teacher, judge, 
and soldier who is truly serving his function in the 
community must strive to eliminate the trouble, 
upon the existence of which he is dependent for a 
livelihood. But, until the world no longer needs 
preachers, physicians, lawyers, Judges, soldiers, 
there will be periods of overexpansion and depres- 
sion when commodities and securities will rise and 
decline in price. We who study fundamental condt- 
tions and act in accordance with what they teach, will 
both perform a distinct service to our country and 
slowly but surely create for our institutions and our- 
selves huge fortunes. 

The writer of this book wishes to acknowledge 
the aid which he has received from many friends in 
this country and abroad. He wishes also to thank 
his efficient corps of assistants who have aided 
greatly in the compilation, and commends the 
various books, papers, and periodicals which he 
has quoted from or used in other ways. 

He also wishes again to thank his many friends 
in the various stock exchange firms, bond houses, 


and banks who have been patient during the experi- 
mental and formulative stages of this work. These 
friends have not only recognized the difficulties 
under which the work has been performed, but 
have always aided greatly by criticisms and sug- 
gestions. May the writer never abuse this friend- 
ship! 
R. W. B. 


Basson Park, Mass., January, 1937 


CHAPTER I 


TWO CLASSES OF STATISTICS 


TATISTICS are divided into two classes, viz.: 
S Comparative Statistics and Fundamental 

Statistics; and the following gives a short 
description of these two classes: 


(1) Comparative Statistics 


So far as the merchant is concerned, comparative 
statistics relate to the weight, quality, age, and 
method of manufacture of the merchandise in which 
he deals, together with such “ trade figures ” as are 
published in the trade journals. 

From the investor’s point of view, comparative 
statistics include all particulars concerning the 
bonded debt, the earnings, and the general physical 
and financial condition of properties. Such statis- 
tics are very necessary to bankers and investors for 
comparing similar securities of different companies, 
or different securities of the same company. If 
such data are always up to date, such comparative 
statistics are very valuable for enabling one to se- 
lect safe securities, either for permanent investment 
or for buying and selling again. As the largest and 
most successful stock exchange brokers, bond 
houses, and mercantile firms are already well sup- 
plied with comparative statistics, and, so far as 
they are useful, are obtaining excellent results from 
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them, we shall not here discuss details concerning 
this class. It should be clearly understood, how- 
ever, that such statistics are worthless for deter- 
mining the general course of the entire market. 

Comparative statistics determine only actual 
values, enabling one to select safe securities or good 
merchandise, or to select the better of two or more 
companies’ securities or grades of merchandise. 
With the general market conditions remaining 
fixed, comparative statistics might be used for 
forecasting a rise or a decline; but the general 
market is so seldom stable, that comparative sta- 
tistics cannot be depended upon to serve this 
purpose. It is this fact, that they are inadequate 
for analyzing general conditions, that has brought 
comparative statistics into ill repute. The market 
value of securities or merchandise may continually 
decline, and the intrinsic value of the same in- 
crease, or vice versa. 

Whoever bases either purchases or sales upon 
earnings, physical conditions, or other comparative 
statistics alone with the idea of selling at a profit, 
usually loses money. Note the phrase, “‘ With the 
idea of selling at a profit.” Such statistics may be 
used for selecting a safe investment or good mer- 
chandise, such as one may desire to hold perma- 
nently or for a very long while; but they are 
absolutely worthless for the “ turns.”’ It is because 
this fact is not peing recognized by many firms, 
content with accumulating only comparative sta- 
tistics, that even with their elaborate statistical 
departments they are often on the losing side. In 
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short, comparative statistics treat only of surface 
conditions. 


(2) Fundamental Statistics 


Fundamental statistics relate to underlying con- 
ditions of the country and make it possible to 
analyze demand, supply, money conditions, etc. 
Fundamental statistics, although now used by 
only the most careful investors and merchants, are 
by far the most necessary and profitable. 

It is the purpose of this book to show the impor- 
tance of considering underlying and fundamental 
conditions before buying or selling securities or mer- 
chandise. 

The idea that we must have periods of over- 
expansion and depression every few years is entirely 
untrue. In this sense there is no such thing as a 
business “ cycle.” 

There is no circle of events through which busi« 
ness absolutely must pass. ‘The trend of business 
depends upon what people do. When the majority 
try to get more than they give, over-expansion 
results, and this in turn demands contraction and 
readjustment. If there had been no over-expan- 
sion there would have been no need of readjust- 
ment. ‘The way to prevent business depressions is 
to keep business at an average rate of prosperity — 
in other words, prevent the inflation and over- 
expansion which make depressions necessary. 

_ The welfare of any nation depends upon the de- 
velopment of its resources and the efficiency of 
distribution. As these two factors are increased 
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the people of that country can have more pros- 
perity,—that is, they can have more of the com- 
forts they desire. This is the only way in which 
the real welfare of any people can be improved,— 
by producing more goods and distributing them 
with less waste. When you look back over our 
business history, you see a continuous series of 
fluctuations. We have had periods of intense 
activity, high prices, speculation and borrowing, 
followed by periods of depression, falling prices, 
and failures. The first we called ‘boom times’’; 
the latter “hard times.’ In reality, however, the 
‘boom times’ were only an effort to borrow from 
the future — to have more luxuries than the de- 
velopment of our resources warranted. The “‘hard 
times” were the natural reaction, during which we 
paid up for our excesses. 

Consequently past financial history has con- 
sisted of distinct movements, and, although of 
different durations, each movement has usually 
consisted of four periods, namely: 

1. A Period of Over-expansion 

2. A Period of Decline 

3. A Period of Depression 

4. A Period of Improvement 


Sometimes as in the 1890’s for example an area 
may temporarily be interrupted and develop in 
two or more parts. 

The idea that reckless over-expansion can ever 
become permanent and will not be followed by a 
business depression is false. The idea that there 
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can be an unlimited period of depression without 
succeeding general activity and high market 
prices, is likewise a mistaken notion. 

It, however, should be remembered that there 
are major swings of about twenty years’ duration, 
and also minor movements of about three to five 
years’ duration. 

Theoretically, there should be a state where 
everybody is prosperous and nobody overtrades, 
where the cost of living is reasonable, and the wage- 
earner has a margin to save for old age or establish 
a higher standard of comfort. Yet it is true that 
we have never so far seen a condition so equable. 

The record of crises and booms can be carried 
back beyond the history of this country. We can 
start from the opening years of the eighteenth cen- 
tury, when William of Orange was on the English 
throne. We can trace therefrom a complete rota- 
tion once in five to twenty years, and we can carry 
it into the last century with conditions exactly re- 
flected on this side of the Atlantic. A condition 
of equilibrium is apparently the most difficult of all 
for the world’s trade to maintain. 

‘“‘ Business may be quietly good, but that ambi- 
tion to which we probably owe also the greater part 
of the world’s progress insists upon forcing it be- 
yond reasonable capacity. The result is always 
the same. The result of years of saving is over- 
confidence, inflation, waste, conversion of floating 
wealth into fixed wealth, and, finally, collapse and 
panic. Here is the plain evidence of two hundred 
years, and it may be assumed at no risk that it ig 
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the evidence of all commercial systems. Joseph 
with his seven fat years and his seven lean years 
expressed nothing more. 

“ What is not so readily realized is that a panic 
is followed by rapid recovery in stock prices, and 
one slower but still relatively quick in general 
business. This again is followed by an arrest in 
business, where, contrary to assumptions just as 
hasty and ill balanced as those which caused the 
bear attitude on the panic break, boom conditions 
are not immediately restored, nor does anything 
of the kind develop within a year or so after the 
crisis. The first recovery runs too far and has 
always run too far. What follows is not collapse, 
but dullness. It becomes imperative to make real 
savings in order to build up for the next boom in 
business.” 

A list of subjects about which merchants and in- 
vestors systematically collect, analyze, and index 
statistics, is given on the following page, and for 
convenience they are combined under twelve head- 
ings, which headings are herewith described in 
full. In the later Chapters IV, V, and VI many 
of these important subjects are discussed in 
detail. These are the subjects studied by the 
oldest, richest, and most conservative financial 
and mercantile houses of the world for determining 
which of the above-mentioned periods the country 
is experiencing or is about to enter at any given 
time. The use of fundamental statistics eliminates 
much guessing and uncertainty concerning mercan- 
tile or stock market movements. 
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The only requirement is to collect, tabulate, and 
study the weekly and monthly figures as they are 
received. These plainly show whether the general 
tendency of any market is upward or downward, 
and whether it is the time to buy or sell, or to do 
neither. 

As above stated, these fundamental statistics are 
even more important than comparative statistics. 
Not only are the latter of little value, unless sup- 
plemented by these fundamental statistics, but 
experience has shown that such investors as have 
confined their operations to standard securities, 
and such merchants as have bought standard goods, 
have made fortunes for themselves and their cus- 
tomers by a study of these fundamental statistics 
exclusively. 

Some of the subjects generally used are: 

Building and Real Estate: Including all New 
Building, Fire Losses, and records of the number of 
real estate sales. 

Bank Clearings and Check Transactions: Clear- 
ings and Check Transactions excluding New York. 

Business Failures: Failures, by number, liabili- 
ties, and percentage failing. 

Labor Conditions: Employment and pay-rolls 
in certain industries, strikes and wage trends, 
living costs, trade union developments. 

Money Conditions: Money in Circulation; Comp- 
troller’s Reports; Loans; Deposits and Surplus 
Reserve of Banks; Federal Reserve Statements. 

Foreign Trade: Imports; Exports; Balance of 
Trade. 
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Gold Movements: Gold Exports and Imports; 
Domestic and Foreign Exchange, Money Rates. 

Commodity Prices: Foreign and Domestic Com- 
modity Prices; Production of Gold and other 
monetary influences. 

Investment Market: Stock Exchange Transactions 
and Security Prices; New Securities; New Cor- 
porations formed. 

Condition of Crops: Crop Conditions and Acreage. 

Railroad Traffic: Gross and Net Earnings, Car 
Loadings, Tonnage and Number of Idle Cars. 

Social and Religious Conditions: Labor Troubles 
and Church Membership Statistics, Political Factors. 

These subjects may be briefly described as follows: 

The number of miles of new roads constructed, 
and especially figures on Building Statistics, 
give a clue to what new construction work is 
going on throughout the country. The exactness 
with which business conditions could have been 
foretold in the past by such figures is truly mar- 
velous. It may also be stated that iron is one of 
the first commodities to fall in price and one of the 
first to rise; therefore all merchants watch the price 
of iron. 

Bank Clearings and Check Transactions are ex- 
tremely good barometers of present conditions 
and are watched with keen interest by all successful 
merchants and manufacturers. Many large cor- 
porations each week compare the changes in their 
total sales with the changes in the total bank clear- 
ings or check transactions. If they find that these 
figures continually show an increase, while their 
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sales remain fixed, they immediately endeavor to 
ascertain the reason therefor. Moreover, some 
firms divide the country into sections and compare 
by sections their sales with the bank clearings for 
said sections, thus having a check on the work of 
each individual sales office. 

Failures both in number and liabilities are 
especially good barometers of the conditions of 
trade. By ascertaining each month the average 
number of concerns in active business and the num- 
ber that have failed, the percentage of failures may 
be readily determined. Contrary to the ordinary 
impression, it is too few failures which foretell 
disaster and panic. 

The statistics of employment and pay-rolls by 
the Department of Labor and by certain states 
are extremely valuable, even though they do not 
represent the whole country. 

Union wage trends and number of strikes coupled 
with the trend of living costs reflect the fluctua- 
tions in general business. Trade union develop- 
ments are having increasing effect on business 
conditions. Fluctuations of membership point 
to changing tides in business. 

Before the enactment of the Johnson Act in 1924 
restricting immigration to a definite and relatively 
small quota basis, manufacturers and those in the 
construction business studied data on immigration 
and emigration as indicative of the conditions of 
the labor market. It was noted that increasing 
immigration indicated good surface conditions 
with high-priced labor; but an excessive increase 
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usually foretold a period of depression. Study of 
these data also showed that large steerage bookings 
for other countries accompanied by reduced in- 
coming steerage passengers, indicated a period of 
business depression. 

With restrictions of immigration, the demand 
for labor is no longer reflected in the figures. 
Labor-saving devices are more than making up 
for the hundreds of thousands of immigrants we 
formerly received each year. 

Money is the basis of all trade and is there- 
fore probably the most sensitive of all barometers. 
Money is the representative in value of all things 
traded in, and the scarcity of it seriously hampers 
the manufacturer and the merchant. Low money 
rates usually indicate poor present conditions tend- 
ing toward improved business; while high rates 
usually signify very prosperous present conditions, 
but often foretell a coming panic. Two sources of 
loan statistics are readily available. One is the 
“loan and discount ” item reported each week by 
the leading member banks of the Federal Reserve 
System, a good index of the increase or decrease in 
the total borrowings of the whole country. The 
second is the report of “ bills discounted ” by the 
twelve Federal Reserve banks. When a local 
bank is unable to supply its customers with loans, 
it may rediscount certain of the notes it holds with 
its Federal Reserve bank. In a general way, the 
item, ‘bills discounted,” indicates the extent to 
which the member banks have had to call upon the 
reserve banks for assistance. 
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In judging the banking situation, we must take 
into account the supply of money, or credit, which 
the banks have, as well as the demand for it. The 
rental price of money, “interest rates,” like the 
rent of anything else, is governed by the law of 
supply and demand. The supply of money is 
best shown by the ratio of the banks’ reserves to 
their liabilities. 

Since the inauguration of the Federal Reserve 
System, bank reserves are held chiefly by the Fed- 
eral Reserve banks. If it were not for the effect of 
gold imports, perhaps it would be necessary to 
watch only the supply of money, or reserves, in 
the banks. Heavy imports of gold, however, 
may temporarily inflate reserves without offering 
a safe basis for credit extension. Any increase in 
what is called the ‘‘ reserve ratio,” therefore, is 
always carefully analyzed by the student of funda- 
mentals. 

Figures on Foreign Trade are also of great 
value. The foreign trade of the country bears the 
same relation to the nation as a whole, as the in- 
come and expense of an individual bear to the finan- 
cial condition of the said individual. A man who 
for any length of time spends more money than he 
receives is sure to have trouble eventually, and it 
is the same with a nation. Moreover, as the finan- 
cial prosperity of the individual is almost in direct 
proportion to his net income, so the prosperity of a 
nation very largely depends upon the volume of 
its foreign trade. 

Monthly Gold Movements are also important 


24 BUSINESS BAROMETERS 


for study in analyzing money rates, since the 
amount the banks can loan depends largely upon 
their gold reserves. 

The subject of Commodity Prices is very im- 
portant. The amount of money required to 
carry on 4 definite volume of business becomes very 
much greater as prices increase. For this reason, 
bankers very carefully watch commodity prices, 
knowing that high money rates invariably follow a 
marked increase in commodity prices. 

The transactions and Prices of Stocks on the 
New York Stock Exchange are also interesting to 
merchants as well as to investors. The way money 
is made on the New York Stock Exchange is by 
anticipating price changes. The leading operators 
have statisticians continually studying fundamen- 
tal conditions in order to forecast future conditions, 
and base their purchases and sales on the informa- 
tion obtained. Therefore a slowly sagging market 
usually means that the ablest speculators expect 
in the near future a period of depression in general 
business; and a slowly rising market usually means 
that improving business conditions may be ex- 
pected, unless the decline or rise ts artificial and 
caused by manipulation. In fact, if it were not for 
manipulation, merchants could almost rely on the 
stock market alone as a barometer, and let these 
large market operators stand the expense of col- 
lecting the data necessary for determining funda- 
mental conditions. Unfortunately, however, it is 
impossible by studying the stock market alone to 
distinguish between artificial movements and 
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natural movements. Therefore, although bankers 
and merchants may watch the stock market as one 
of the barometers, they should give to it only a fair 
and proportional amount of weight. 

Of all statistics compiled by the government 
the most important to the business man are Crop 
Reports. Most of the government figures refer to 
what has happened in the past, and some of these 
figures are published a year or more after the events 
have happened. In the case of the crops, however, 
the Government actually forecasts. Therefore, all 
crop statistics are especially valuable to manufac- 
turers and merchants. 

The crops are one of the mainstays of America 
as nearly 25% of our population is directly depen- 
dent upon agriculture. Crop conditions formed the 
basis of James J. Hill’s predictions and business 
ventures. Mr. Hill, by the way, was a great stu- 
dent of fundamental statistics. The principal 
crops, grain and cotton, have a tremendous influ- 
ence upon our wealth. Many industries and 
mercantile firms are absolutely dependent on the 
crops, and commodity prices are always more or 
less dependent thereon. The grain reports and cot- 
ton reports issued by the government are watched 
with great interest. Manufacturers and merchants 
even watch the weather reports throughout the 
West, the progress of insect ravages and plant 
diseases, the condition of the crops in the Argen- 
tine Republic, Russia, and other countries. Crop 
failures are usually followed by a year of uncertain 
conditions. 


Qi’ GA 
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Railroad Earnings and Carloadings are very in- 
structive and are used by some in preference to 
many of the above subjects. Most manufactured 
goods and even supplies in the local retail stores are 
shipped by railroads. Therefore, a monthly record 
of freight which the railroads are carrying serves as 
a barometer of the business of all the farmers, 
manufacturers, and merchants of the country. 
Moreover, the steel companies, the car and loco- 
motive builders, the coal industry, and a hundred 
other industries are directly dependent on the rail- 
roads for their prosperity. Therefore, all mer- 
chants should watch railroad earnings and 
car loadings, and reduce or increase their stock of 
goods in accordance with what these reports 
show. 

Social and Religious Factors: Although this 
subject comes last on our list, it might be con- 
sidered, if suitable figures could be found, by far 
the most valuable and important to our whole 
business structure. Business depressions are a di- 
rect result of extravagance, recklessness, waste, 
greed, and irreligion, which develop during the 
so-called boom times. During periods of depres- 
sion, we repent of our wasteful methods, we seek 
to perform true service in order to get the proper 
remuneration, and again place reliance on the true 
values in life. 

The political factor should perhaps also be in- 
cluded under this heading. Certainly, there is a 
relation which holds between politics and the busi- 
ness conditions. A study of fundamentals shows 
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that the trend of political factors is more an effect 
of the other business fundamentals than a cause. 

Under this head should also be tabulated statis- 
tics on general confidence, such as new securities 
issued, new incorporations, etc. When confidence 
is created and we are working toward better busi- 
ness these figures show startling increases. During 
periods of decline and depression the reverse is true. 
Such figures are but a meagre measure of this most 
fundamental group of indicators. 

It is an unanswerable argument that the statis- 
tics of new members of the nation’s leading churches 
show great gains when the country is in a depres- 
sion, and declines when the country, in the midst 
of a boom period, is throwing away money and 
burning the candle at both ends. 

To conclude, each of these twelve subjects is in- 
timately bound up with what are known as 
“‘ swings,” during which all prices change between 
“high ” and “low ” in accordance with the Law of 
Equal Reaction. All financial and commercial 
trade during the past two hundred years has been 
divided into distinct movements. Each move- 
ment consists of four periods: a period of over- 
expansion, a period of decline, a period of depres- 
sion, and a period of improvement. Each period 
is accompanied by distinct changes in the prices of 
stocks, labor, and commodities. By comparison 
with similar periods in previous movements, it is 
possible with a degree of certainty to determine at 
about what period in one of these “‘ swings ’”’ we 
happen to be. If the pendulum swings beyond the 
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perpendicular, we are sure that it must swing’ back 
of the center as far as it swung forward, because 
action and reaction are always equal. 

No country, however, can be prosperous unless 
it is progressive. No nation can stand still; it 
must go either forward or backward. The normal 
demands of our country for new construction must 
show an increase each year to have conditions 
remain even constant. There must be a distinct in- 
crease in order to keep the vast number of our new 
citizeus busy. Therefore, in comparing the present 
with the past, a similar figure does not necessarily 
mean the same conditions, but in many instances 
may mean an actual falling off. This is very impor- 
tant and must be remembered when estimating an 
area to use for comparative purposes in connection 
with the Babsonchart which will be described 
later.* 


* Some firms when interpreting figures on each of the various subjects for 
surface conditions, prefer to determine each month what the proper average 
figure should be for each of these subjects and note the relation between the 
actual figures for surface conditions and these average figures. The average 
figure on any one subject is obtained by plotting the yearly figures on that 
subject for a period of ten or twenty years and by drawing on that plot a 
line showing the average trend for the entire period. Firms using this 
system obtain the average figure for any future time, assuming that the gen- 
eral direction of this average line will continue the same. Moreover, in the 
case of some subjects, it is often clearer to plot the relation of present figures 
to a ten-year average rather than the actual figures. This is especially true 
with plotting commodity prices and other figures which show only a slight 
variation with seasonal changes. The writer, however, believes in this 
Eas: method only as a check upon, and not as a substitute for, the Bab- 
sonchart. 


CHAPTER II 


IMPORTANCE OF FUNDAMENTAL STATISTICS TO 
INVESTORS, MERCHANTS AND MANUFAC- 
TURERS, AND BANKERS 


OR the investor the amount of money which 
F:: be made by the study of fundamental 

statistics is limited only by the original 
capital, the number of years the study is continued, 
and the varying proportions of one’s funds invested 
according to the plan outlined later. Comparative 
statistics treat of comparative conditions and 
are used for selecting securities and commodities 
which are thoroughly safe and which have the great- 
est prospect of increase in market value under fixed 
market conditions. Fundamental statistics treat 
of underlying conditions and are employed for 
determining these general market conditions and 
whether or not it is wise to purchase, or to sell, or 
to do neither. 


Major Stock Swing 


Many brokers urge customers to attempt to 
take advantage of minor movements of the stock 
market; recommending “‘short selling” for declines 
and the purchase of securities on margin for ad- 
vances. Such advice is to be expected from a 
broker; but with short selling or margin purchases, 
there are other elements of risk. The investor 
taking such risks becomes a gambler. Margin 
trading involves great risks and tends to involve 
the operator in fatal and excessive complications. 
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One point, however, which this book would 
emphasize is: A capital of a few thousand dollars 
can be multiplied to a capital of several hundred 
thousand dollars in twenty to thirty years with but 
little risk and without selling short or purchasing on 
margin. The only requisite is a constant study 
of comparative and fundamental statistics and 
sufficient self-control to act only in accordance 
with what these statistics clearly indicate, refusing 
to listen to either the optimism or the pessimism 
supplied by the daily papers and by the 
many individuals who are always giving free 
advice. : 

The above principles apply to bonds as truly 
as to stocks, and should be studied by the investors 
who purchase only bonds, as well as those who 
purchase stocks. Although bonds do not fluctuate 
as widely as stocks and for this reason do not 
present as great an opportunity for profit, yet their 
minimum interest yield is absolutely fixed, which 
is not true of even the most conservative stocks. 
Bonds are especially recommended to persons 
dependent upon the income derived from their 
investments. Furthermore the writer is inclined 
to advise that all persons should always have a 
portion of their principal on deposit in a bank, 
or in high-grade bonds, short-term notes, or com- 
mercial paper. 

Not only do students of fundamental statistics 
make large fortunes for themselves and their 
followers, but such students are the very best 
patriots which a country can produce. The true 
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patriot is he who studies fundamental statistics 
and acts in accordance with what they teach, 
liquidating during a period of reckless prosperity 
and purchasing very heavily during days of panic 
and great depression. The real traitor today is 
he who urges on or follows the crowd during a 
period of over-expansion, and then locks up his 
money and refuses to extend aid during the dark 
days when banks are failing, railroads are becoming 
bankrupt and the wheels of industry are stopped. 
Therefore, with every additional person who unites 
in this work, the next period of over-expansion 
will be so much less riotous and the next panic 
so much less severe. There must be a reaction 
for everything we do, say or think. If it is not 
a harmful reaction, it is a beneficial one. 

Investors must recognize that securities are 
subject to the same laws of supply and demand 
as other commodities and are priced at just what 
people are willing to pay for them. It seems 
clear, then, as fundamental business conditions 
change causing a change in the feeling of people 
and their willingness and ability to buy, that there 
will be a resulting change in the price of securities. 
Put in another way we may say that security 
prices are inclined to vary along with fundamental 
conditions. Of course, we are considering only 
trends in this case and not the day-to-day fluctu- 
ations which may be attributed to factors im- 
possible to judge. 

Changes in fundamental conditions, therefore, 
are of vital concern to the investor who wishes 
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to secure the greatest efficiency from his funds.* 
These changes are of three different types. 

First, there are changes in those factors which 
vary with the area movements or periods of pros- 
perity followed by periods of readjustment. 
Such full periods have extended in the past over 
from less than three to more than eight years. 

Second, there is the long-time trend in interest 
rates and commodity prices, reflecting war periods 
in which undue inflation has taken place. 

Third, there is the longer trend movement of the 
growth of the country, shown by the X-Y Line. 

The successful investor recognizes these changes 
in fundamental conditions and builds his plan of 
investing around them in such a way that he is safe 
no matter what happens. Babson’s Reports In- 
corporated has developed such a plan which is 
called the “Continuous Working Plan For Your 
Money.” 

Part I of this plan recognizes the fundamental 
changes which occur during different phases of the 
business area movements. It consists of buying 
and selling a broad list of stocks in accordance with 
the Babsonchart of business conditions and related 
stock fluctuations, that is, buying in periods of 
depression and selling in times of prosperity and 
then holding funds in liquid form until the next 
period of depression. 

Part II of the plan is to invest in bonds for aty 
of principal with regular and assured income. 

Part III recognizes the gradual growth of the 


* For a complete discussion of the investment of funds see “Investment 
Fundamentals” by Roger W. Babson, published by Harper & Bros. 
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United States by providing for the purchase of 
stocks in fundamentally sound, growing companies, 
to hold indefinitely. Intermediate price move- 
ments are a secondary consideration and reliance 
is placed on growth of the company over a long 
period. 

The Babsonchart opposite page 72 shows the 
relationship which exists between stock price move- 
ments and fundamental business conditions. A 
heavy stock market decline usually precedes a 
recession in business, and an upward tendency 
in stock prices precedes a revival of business 
activity. Itis only as one understands the under- 
lying fundamental conditions that one is able to 
know when to buy and sell according to the Babson- 
chart plan or Part I of the ‘‘Continuous Working 
Plan For Your Money.” 


Major Bond Swing 

On the next page is a copy of the Major 
Bond Swing, which shows the tendency of interest 
rates to decline following a catastrophe such as 
a great war when interest rates have been forced 
very high and credit greatly inflated. Following 
a complete liquidation of war time inflation the 
cycle is continued by a period when the tendency 
is for interest rates to rise. The years from 1920 
to 1928 represented a period of generally advancing 
bond prices due to easy money rates. Following 
this came a decline beginning with 1928 and finally 
a crash in the bond market as England went off 
the gold standard in the latter part of 1931. Sub- 
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sequent developments in the domestic situation 
resulted in still lower levels in 1932, followed by 
revival. The long-swing trend to lower interest 
rates is the fundamental influence on bond prices. 
Other causes may temporarily interfere with bond 
trends, but finally interest rates determine them. 


Long Swing of Commodity Prices 


A chart of the long swing of commodity prices 
from 1782 to 1934 is shown on page 36. It 
should be noticed that during the major upward 
and downward movement preceding and imme- 
diately following our major wars, commodity 
prices do not run a smooth course. Irregularity 
and substantial reactions are constantly develop- 
ing, reflecting current conditions. 

The movements of three to seven years sup- 
plement a longer phase which covers a period of 
fifty to sixty years. Since the American Rev- 
olution three of these phases have materialized. 
The low points were reached in 1783, 1848, 1898, 
1933; the peaks in 1809, 1865, 1920. It is interest- 
ing to note that the years immediately following the 
Napoleonic, Civil and World Wars mark the high 
points in the longer phases, and that the lows, in 
the first two cases, were not reached until twenty 
to thirty years later. 

From the foregoing it is evident that commodity 
prices have characteristic trends. However, in 
thinking of the general trend of prices one must 
remember that all prices do not necessarily follow 
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the general trend. Each commodity has its own 
particular trend. 


Fundamental Statistics for Merchants and 
Manufacturers 

A knowledge of fundamental statistics is as im- 
portant to merchants and manufacturers as to in- 
vestors. Capital invested in commodities should 
not depend upon chance for its development. To 
the merchant or anyone else interested wholly or in 
part in the price movement of crops, manufactures, 
raw material or merchandise, general figures on 
underlying conditions, controlling demand and 
supply, are essential. 

To know when and in what quantities to buy 
commodities as well as when to sell in order to take 
advantage of these swings of the market, the 
merchant must know what the present conditions 
are and which way the pendulum is swinging. 
To know how soon to curtail credits extended to 
customers, and acquire the cash needed to save 
his own credit, when loans cannot easily be re- 
newed, he must watch the Babsonchart which 
measures the changes in fundamental conditions. 
Keeping his eyes only on the details of his own 
business will not enable him to avoid “hard times.” 
By broadening his study he is able greatly to 
increase his profits, as well as to eliminate many of 
the losses. 

Largely because of the change in the long-time 
trend of commodity prices the work of the pur- 
chasing agent has been placed on a more profes- 
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sional plane in the last few years. Evidence of this 
appears in the special courses for business training 
which are offered by various colleges and universi- 
ties. A knowledge of fundamental business con- 
ditions as affecting commodity prices is stressed in 
these courses. 

Keen competition in all lines of business has 
made it necessary to put high grade buyers at the 
helm, for income statements quickly reflect in- 
eficiency in the purchasing department. The 
modern purchasing agent must combine a thorough 
grounding in economic principles with as broad a 
market experience as possible if he would succeed. 
He must use all possible aids, both in the form of 
the internal statistics of his own business and in 
the external statistics of general business. 

The accurate control of inventory, keeping in 
mind the peculiar price movement of individual 
commodities, is a very complicated problem. It 
involves the interest on capital invested in 
commodities, the valuable storage space required, 
the possible loss through decline in market value, 
and in some cases the risk of loss through dete- 
rioration. ‘Too many men endeavor to succeed by 
seeking profits for their companies entirely by 
driving hard bargains with those from whom they 
purchase. There is danger in forgetting the real 
needs of the business and the price movements of 
the commodities one buys, with disastrous results 
both for oneself and the company. The wise and 
successful man operates his purchasing department 
on a strictly scientific basis, budgeting his inven- 
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tories in conformity with the carefully determined 
needs of the business and the movements of com- 
modity prices. 

The study of a number of important factors like 
those described in subsequent chapters of this book 
results in the discovery of certain clearly defined 
industrial movements in the past and shows their 
bearing today in commerce and industry, as well 
as on the monetary and stock market outlook. 

An examination of the Babsonchart at page 72, 
which shows the physical volume of business and 
the price index of raw materials, reveals the in- 
timate relationship which exists between them. 
In periods of prosperity prices tend to rise or to 
steady perceptibly, while in periods of re-ad- 
justment prices fall. Mathematical proof of this 
relationship has been established by Dr. Frederick 
C. Mills of Columbia University.* He made 
a detailed study of price movements of group 
indices, and of individual commodities and found 
that there was a very definite cycle movement in 
all of these. These cycle movements correspond 
closely to the area movements of the Babsonchart. 
Furthermore the general trend of prices in Dr. 
Mills’ study shows the same general increase as 
that shown in the long-swing of commodity prices 
covering the same period, that of 1892-1920. 

The tabulation of the index figures for the 
Babson Industrial Commodity Index given on 
page 41, shows not only the minor fluctuations 
in prices of this group since 1906, but clearly 


*See “The Behavior of Prices’ by Frederick C. Mills, published by 
National Bureau of Economics Research, Inc. 
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indicates the major movement upward culminating 
in 1920 and the beginning of a major movement 
downward at that date. 

To estimate the current trends of prices one must 
work with four distinct movements. ‘These are 
(a) short-term movements caused by particular 
conditions affecting supply and demand factors, 
(b) seasonal movements, especially prominent 
in agricultural commodities, (c) the fluctuations 
corresponding with the expansion and deflation 
of business and (d) the long-time trend. 

While the dealer in commodities will be pri- 
marily interested in price fluctuations corresponding 
with general business movements, he must rec- 
ognize the bigger price waves of about fifty years’ 
duration, the peaks of which have been coincident 
with great wars. This price movement is even 
more important when the outlook over a period 
of years is for lower prices. A heavy inventory 
may be carried through a temporary, short down- 
ward movement, when the long-time trend is 
upward. But very careful control of inventory 
must be had when the reverse is true, if serious loss 
is to be avoided. 

The normal human tendency is to center interest 
in the very short movements in prices. Like the 
stock market the real profits in the commodity 
market are in buying.and selling right according 
to fundamental business fluctuations. 

In addition to the value of fundamental statistics 
for determining the trend of demand, supply and 
prices, they are of even more value for determining 
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the amount of credit which manufacturers and 
merchants should at any time extend to customers. 

Most successful manufacturers and merchants 
have found that the system of “‘fixed’’ credit 
limits for customers is absolutely wrong in prin- 
ciple; unjust to customers; unfair to the sales force 
and a source of danger to the firm. Instead, a 
system of ‘flexible’ credit limits should be used 
by which credits are increased and decreased, in 
accordance with the relative position and size 
of the latest area of the Babsonchart of business 
conditions explained in the following chapter. 
This system invariably results in greatly increased 
sales and yet insures that a firm shall be in a strong 
financial position at a time of panic or business 
crisis. These various practical applications of 
fundamental statistics cannot, however, be ex- 
plained in detail in this volume.* 


Bankers and Fundamental Statistics 

When we realize that during the years 1930-32 
there were 5,099 bank suspensions and that during 
the years 1921-1933 there were 16,006 bank suspen- 
sions, which equalled 53.2% of the total number of 
banks in existence in 1920, we can get some idea 
of the reason why bankers also need to study fun- 
damental statistics. 

In the first place the banker must understand 
the phase of the major swing through which he is 
passing. He must know, as must the merchant 


* For a complete discussion of the practical applications of fundamental 
statistics, see ‘Business Fundamentals’ by Roger W. Babson, published 
by B. C. Forbes Publishing Co., New York, and ‘Investment Funda- 
mentals’’ by Roger W. Babson, published by Harper & Bros., New York. 
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or manufacturer, how fundamental statistics are 
affecting his customers’ business and especially 
how those statistics are affecting the price of 
the commodity— money —in which he deals. 

The period between 1892-1920 constituted the 
latter portion of a major swing in interest rates and 
commodity prices. During this period there was 
an increase in the dollar value of practically all 
goods and an upward trend in interest rates. In 
1920 a different phase of the major swing began 
and some practices that were profitable during 
the former period ceased to be effective. 

In addition to the suspensions mentioned above, 
following 1920 many banks suffered severe losses on 
loans made on expanded inventories manufactured 
and purchased at peak prices just before the re- 
adjustment took place. They in fact, without 
desiring it, suddenly became merchants who had 
to liquidate goods they had taken for their loans. 
The result of these huge losses was that 
bankers began to feel more keenly the necessity 
of studying fundamental conditions in order to 
avoid further losses. Many of the larger insti- 
tutions have gone to great expense and employed 
their own statisticians and economists to study 
these conditions. In addition they secure the 
point of view of independent economic and sta- 
tistical services which are able to give a more 
detached and unbiased point of view. 

Again to provide adequate protection to their 
customers and to themselves, bankers must know 
the relation of credits to the business cycle. The 
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position to be taken at any time depends upon the 
outlook as shown by fundamental statistics. 

Conservative banks build up reserves and curtail 
credits during periods of over-expansion, when the 
public is willing to loan to anybody and to buy 
anything and then draw on those reserves and 
expand their credits during periods of depression 
when the public refuses to loan even to solvent 
borrowers or to purchase even the highest-grade 
securities. Moreover, for performing these two 
functions such banks receive a twofold reward, 
namely; the market rate of interest on the loans 
and securities held, and also every few years a 
large profit on the sale of securities. Moreover, 
banks which do not fulfill these two functions not 
only fail to serve fully their true purpose in the 
community, but also make very much smaller 
profits and assume very much greater risks. 

That many banks heretofore have not efficiently 
performed these functions is shown in the failure 
figures above mentioned. While inability to obtain 
the necessary statistics for correctly judging the 
trend of conditions may have been excusable in 
earlier years, now that such statistics may be 
obtained at small expense from a central agency,* 
this cause for failure is overcome. 


An Understanding of the Law of Equal and Opposite 
Reaction is of great Value in the Study of Credits. 


* In order that firms may keep accurately informed as to present and 
future conditions my statisticians accumulate and analyze the necessary 
facts and figures used in determining the same. ‘These figures, which are 
of great value in connection with the purchase of merchandise, the dis- 
counting of commercial paper and the investment of money, we can supply 
to our subscribers. 

R. W. B. 


CHAPTER III 


LAW OF ACTION AND REACTION 
THEORY OF THE BABSONCHART 
PROFITS IN STOCKS AND COMMODITIES 


LL that has been said up to the present re- 

A garding Fundamental Statistics has been to 

show their great value to bankers, merchants 

and investors. It is now time to show how the 

subjects heretofore mentioned are studied, and what 

justification we have for using the laws upon which 
this work is based. 

All readers at once associate the name of Sir Isaac 
Newton with an apple falling from a tree. This is 
because Sir Isaac was the first who asked why 
apples fall down instead of up, which question led 
to his discovery of the law of gravitation. It is 
evident from a study of Newton’s life, however, 
that he may have considered his greatest’ work, 
not the discovery of the law of gravitation, but 
rather his research into the Law of Action and 
Reaction.* Newton felt that his studies of the law 
of gravitation were practically complete, and noth- 
ing new would be discovered from further investiga- 
tion thereof. He was sure, however, that he had 
only made a meagre investigation of the Law of 
Action and Reaction, and that research into that 
law would be rewarded by new and wonderful dis- 
coveries. Briefly, the Law of Action and Reaction 
is, ‘To every action there is always opposed an equal 


reaction.” T 
* For brevity this law is often referred to as the Law of Equal Reaction. 
t+ See page 15 of Newton’s Mathematical Principles of Natural Philos- 
ophy — Mott’s Second Edition. 
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This is one of the most fundamental laws of the 
universe, underlying as it does all the sciences, from 
astronomy to chemistry. At the present time, it is 
usually taught to young people in connection with 
the study of physics under a chapter relating to 
mechanics. 

There is one simple illustration of this law, 
however, as applied to mechanics, to which I wish 
to refer: namely, the spring. Every one who has 
used a spring gun, knows that in loading the gun 
he himself has pushed back the spring, yet he is 
likely to think that the gun has more energy than 
he has. This idea, however, is a fallacy. It is 
impossible for a person to store in any spring 
more energy than he has in his body. The spring 
has simply the energy that one expends in pressing 
it down; while in shooting the bullet, the spring 
simply expends the energy which was put into it. 

If there is one thing which science teaches, it is 
that this Law of Action and Reaction cannot be 
eliminated. We may dread it and attempt to ig- 
nore it, but it is always in operation in thousands of 
diversified ways. Whether making a balloon as- 
cension or raising our feet in walking, we are work- 
ing in accordance with the Law of Action and 
Reaction. 

The study of hygiene is comparatively in the 
same stage in which that of mechanics was a couple 
of centuries ago. As a matter of history, it has 
been only in recent years that fundamental laws 
have been scientifically applied to the study of the 
human body. Instead of grasping the fact that the 
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same laws apply to men as to commodities, phy- 
sicians used to doctor with different methods and 
various drugs, hoping to hit something, by hook or 
by crook, that would perform a cure. Recently, 
however, there has been a great change, and they 
have learned that men are simply machines, and 
that to do good work they themselves must be good 
mechanics. This means that instead of bleeding a 
patient and filling him up with drugs, as they did 
years ago, physicians now look upon their patients 
as machines and realize that the machine needs 
to be kept clean, well oiled and supplied with fresh 
power. The great heart specialists are now simply 
utilizing Newton’s Law of Action and Reaction as 
applicable to the pump, while other specialists are 
realizing that other organs of the body are nothing 
but individual sewerage systems, power plants, 
and various other mechanical contrivances. 
Moreover, physicians recognize Newton’s Law 
of Action and Reaction in its relation to sleep, 
breathing, eating, exercise, etc. For instance, 
every man has a certain normal line of sleep; that 
is, he requires a certain amount of sleep, which 
varies with different individuals at different ages, 
but which for a given individual at a given age, is a 
constant factor. Furthermore, for all a man varies 
from this normal line of required sleep in one direc- 
tion he must compensate by varying a correspond- 
ing amount the other side of the line. This can 
be illustrated by considering the X-Y Line of our 
regular Babsonchart* as representing the normal 


* See chart inserted opposite page 72. 
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amount of work which a given man can average, 
the outline of the shaded areas representing the 
amount of work that he actually does. Whenever 
the man performs an abnormal amount of labor, 
causing him to lose sleep, a black area is formed 
above the X-Y Line. It then becomes necessary 
for him to rest a corresponding amount, and this 
causes the red area to go below the X-Y Line. 
When any man attempts to ignore the Law of 
Action and Reaction and remain above his normal 
X-Y Line too long, he suddenly becomes ill, and is 
forced to go to bed and make up his required 
amount of rest. This Law of Action and Reaction 
applies in the same way to man’s breathing, food 
and exercise. Our bodies are like the spring rifle; 
we get out of them only what we put into them. 

Not only are certain physicians making great 
progress today through the use of Newton’s Law 
of Action and Reaction, but psychologists as well 
are employing it in their experiments. It is a fact 
well known to students of Newton’s investigations 
that the great scientist found this law to apply not 
only to mechanical and astronomical phenomena, 
but also believed it to apply to affairs more remotely 
removed from such sciences. McLaurin, in his 
famous treatise, entitled Sir Isaac N ewton’s Philo- 
sophical Discoveries, * discussing Newton’s ideas 
concerning even spiritual manifestations, and re- 
ferring to the Deity, says: 

“ The establishing of the equality of action and 
reaction, even in those powers which seem to sur- 

* Page 388, edition of 1748. 
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pass mechanism, and to be more immediately de- 
rived from Him, seems to be an indication that 
those powers, while they derive their efficacy from 
Him, are, however, in a certain degree circumscribed 
and regulated in their operations by mechanical 
principles.”’* 

A student of this treatise will see that Newton 
believed that the voluntary actions of men en masse 
are subject to the Law of Action and Reaction. We 
look upon a mob as the last thing which would 
work in accordance with scientific law, but psy- 
chologists tell us that the mob is one of the best 
illustrations of Newton’s Law of Action and Reac- 
tion. In our study of history we look upon the 
French Revolution as something abnormal, but it 
could have been foretold by applying this law. 
Moreover, if some way could be found to multiply 


* Notwithstanding the developments of the Action and Reaction Theory 
in the mechanical, chemical and economic worlds, however wonderful 
and revolutionary they at times appear, nothing interests the writer so 
much as the study of its application to the teachings of Jesus. For cen- 
turies, people have mechanically read over the philosophy of Jesus, that 
“‘ whatsoever a man soweth, that shall he also reap,’”’ without recognizing 
the scientific basis existing for these words as applied to spiritual matters. 
We have read about “* overcoming evil with good,’ and have considered 
the Golden Rule as a splendid altruistic motto for life, but the scientific 
aspect of these precepts has never properly been emphasized. When, 
however, it is generally realized that the purpose of life is to acquire true 
happiness, and that religion is simply a force to aid us in such acquisition, 
the relation of the Law of Action and Reaction to these teachings will 
be recognized. Then scientists will be employed in religious work, as they 
long have been in connection with material studies, and as they are now 
becoming interested in biology and the study of the human body. 

The fundamental teachings of the church relating to conduct have been 
respected, but have not been considered practical in their application 
to everyday life. Consequently, the precepts of the Hebrews and the 
Sermon on the Mount, as well as the words of other great religious leaders, 
have not been taken seriously as scientific teaching. A study of Newton’s 
Law of Action and Reaction, however, in connection with the funda- 
mentals of religion, shows that a scientific basis exists for faith, obedience, 
sacrifice, and everything else which the great prophets have emphasized 
as essential. This is referred to in Emerson’s essay on ‘‘ Compensation ”’ 
as follows: : 

“ Always pay; for, first or last, you must pay your entire debt. Per- 
sons and events may stand for a time between you and justice, but it is 
only a postponement. You must pay at last your own debt. Benefit 
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the intensity of the strained conditions existing 
prior to this revolution by the length of time that 
these conditions existed, it could doubtless be 
shown that the product thus obtained is approxi- 
mately equal to the intensity of the French Revolu- 
tion multiplied by its duration. Owing to the 
same law, the Napoleonic Wars were a natural 
reaction from the Revolution. Similarly, every 
intelligent police captain, engaged in handling 
acute situations, such as existed in London during 
the Suffragette activities, realizes the application 
of the Law of Action and Reaction to his work. 
By considering the number of persons engaged in 
a certain uprising and the intensity of that upris- 
ing, he is able to figure very closely when the next 
uprising will occur. 

One of the most spectacular examples of this law 
is shown by the history of Japan. Many persons 
wonder how the Japanese nation has been able to 


is the end of nature. But for every benefit which you receive, a tax is 
levied. He is great who confers the most benefits. But the benefit we 
receive must be rendered again, line for line, deed for deed, cent for cent, 
to somebody. 

“The physiologist has observed that no creatures are favorites, but a 
certain compensation balances every gift and every defect. A surplusage 
given to one part is paid out of a reduction from another part of the same 
creature. If the head and neck are enlarged, the trunk and extremities 
are cut short. Every excess causes a defect; and every defect an excess. 

“This Law of Compensation will not be balked of its end in the small- 
est iota. It is in vain to build or plot or combine against it. Things 
refuse to be mismanaged long. If the government is cruel, the governor’s 
life is not safe. If you tax too high, the revenue will yield nothing. If 
you make the criminal code sanguinary, juries will not convict. 

“The law of nature is: Do the thing, and you shall have the power: 
but they who do not the thing have not the power. Everywhere and 
always this law is sublime. The absolute balance of Give and Take, the 
doctrine that everything has its price; and if that price is not paid, not 
that thing but something else is obtained, and that it is impossible to get 
anything without its price — this doctrine is not less sublime in the columns 
of a ledger than in the budgets of states, in the laws of light and darkness, 
in all the action and reaction of nature.” 

Some day there surely will be a great religious revival which will far 
exceed, both in intensity and permanency, anything which has ever been 
witnessed before. Moreover, this will be due to a general recognition of 
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expand so spectacularly during the years since Com- 
modore Perry opened its ports to world commerce. 
The Japanese are held up as world wonders for the 
tremendous progress which they have made in less 
than two generations. The explanation, however, 
is very simple when the Law of Action and Reaction 
is considered. For centuries that nation had been 
bottled up and had been gradually accumulating 
energy. Suddenly, the doors of opportunity were 
thrown open and the same result occurred psycho- 
logically as occurs mechanically when a charge of 
dynamite explodes. Furthermore, a mathematical 
equality exists between the product obtained by 
the multiplication of the number of years that 
Japan was bottled up and the intensity of that 
period, and the amount of its recent advancement 
multiplied by its duration. The book entitled, 
“The Great Illusion,” by Norman Angell, illus- 
trates on every page the effect of Newton’s Law of 


the fact that the fundamental teachings of Jesus are based on purely scien- 
tifie grounds, especially upon Newton’s Law of Action and Reaction, and 
that the Golden Rule is simply a statement of this law in general terms 
applicable to the man in the street. 

All that we take away from others must, in some way, at some time, 
be given back. All that we do for others will, in some way, at some time, 
come back to us. We all have our normal X-Y Lines, and all that we 
raise ourselves through covetousness above this X-Y Line must be made 
up below it. Life is the same as the boy’s spring gun; we can get out of it 
only what we put into it, although we can increase our capacity just as 
the boy could remodel and increase the capacity of his gun. We can raise 
the slope of our X-Y Line of happiness, but to attempt to go above this 
line artificially is of no avail, as it must be made up by an equal reaction 
at some later date. 

Moreover, it is interesting to think what it means to keep on our X-Y 
Line. Scientifically, this simply means dealing justly, and doing unto 
others as we would that they should do unto us. For a long time artists 
have personified Justice as a woman holding a pair of scales, without realiz- 
ing the scientific fact that the primary Law of Action and Reaction under- 
lies both moral justice and the mechanical scales. When we deal justly 
we keep on our line of growth, but whenever we deal unjustly we get off 
this line, and some day we must compensate therefor. Whatever we do that 
raises the X-Y Line of civilization is good, and reacts wpon us as good; but 
whatever we do that lowers the X-Y Line ia evil and such performances react 


upon us as evil, 
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Action and Reaction upon nations and communi- 
ties, which effect is vividly demonstrated in the 
great European War. 

In this connection the following quotation of 
Prof. Wilhelm Ostwald* will be of interest: 


“No large enterprise of a technical or industrial nature is 
undertaken nowadays without a very comprehensive knowl- 
edge of what its future is to be. We are not afraid to invest 
millions of dollars in a work which at the moment, when the 
expenditure is determined upon, has no other existence than. 
a prophecy in the form of calculations and drawings made by 
engineers. But we know for a certainty that when the direc- 
tions in the calculations and blueprints are carried out, a 
structure will arise possessing all the foretold properties, 
whether it be a bridge, a steamship, or an electrical plant. 

“While in the technical pursuits prophecies of this sort 
have been developed to an extraordinary degree of accuracy, 
it is somewhat more difficult to gain foreknowledge and power 
of prophecy in the economic world. That is why the few 
who possess this quality to a greater extent than others, 
those who are able to foresee the future with greater certainty 
than others, easily achieve economic superiority. They con- 
duct their transactions in accordance with their prophetic 
capacity, and so are able to pocket greater gains than their 
competitors. This ability to see into the future depends 
upon knowledge of the natural laws involved. 

“ Just as mathematics long ago succeeded in separating 
even the most complicated movements into their simple 
periodic component parts, so the statesman must learn to 
decompose the totality of human movements into the simple 
wave elements produced by self-regulation in the various 
fields of human activity. In this way politics can be trans- 
formed from a mere knack, as it has been regarded since 
olden times, into a science like technology with the power 
of sure and far-reaching prophecy.” 


That the law of equal reaction applies to eco- 
nomic or business conditions is indicated along two 


main lines, physical and psychical. This is because 
the conditions which prevail in the business world 


: * Professor Ostwald’s work in the field of chemistry has given him an 
international reputation. He formerly held the chair of chemistry at 
Leipzig University. 
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have as their effective causes both physical and 
psychical factors. For example, rainfall is an 
important physical factor that affects business 
trends. This result is reached through the effect 
of rainfall on the crops which are always an influ- 
ential factor in determining conditions. The rec- 
ords of the weather bureau show that dry and wet 
years do not alternate indiscriminately, but rather 
follow a clearly defined wave movement. This is 
to say that we have a series of years of sub-normal 
precipitation followed by a series of super-normal 
precipitation. An attempt has been made to show 
that sun spots were the cause of these variations in 
rainfall and that these followed an oscillatory mo- 
tion, rising, increasing in size and activity, then 
gradually dying down. Whether or not sun spots 
can be used to forecast periods of sub-normal and 
super-normal rainfall, the fact is that weather 
bureau statistics show the existence of such periods. 
This means that whatever effect crop conditions 
have on economic movements is exerted in accord- 
ance with the law of equal reaction. 

But more important than the influence of rainfall 
are the psychical factors. Prosperity has a well- 
understood and clearly definable effect on men’s 
minds. So also has a period of depression or ad- 
versity. Business conditions depend chiefly on 
what men do. What men do depends on what 
they believe and think; I mean that men act 
according to their real beliefs and valuations — 
not necessarily according to what they say they 
believe and think. 
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This becomes clear if we follow through the 
usual sequence of business events. Let us assume 
that we are in a period of depression. Mills are 
idle or running half-time, there is little demand 
for goods, and prices are low. Problems of unem- 
ployment are worrying our legislators. There is 
little or no profit in doing business and therefore 
little business done. Much capital lies idle, and 
money rates are low. The fact that a considerable 
number of people are out of employment and others 
have had their wages cut, reduces the buying power 
of the people as a whole. But this reduction of 
consumption is not caused by reduced buying 
power alone. The psychical effect of ‘hard 
times’ is to induce economy. People have had 
their wages reduced, have been out of work them- 
selves or seen others out of work. They become 
fearful of the future and are impressed with the 
advisability of saving something for a rainy day. 
Furthermore it is easier to save if everybody else 
is doing it. In a period of expansion, free expendi- 
ture is popular. We have to spend more to 
“keep up with the Joneses,” but in hard times the 
“ Joneses,” like ourselves, have had their pay re- 
duced. So we can reduce our expenditure without 
having their ostentation flaunted before our eyes. 
Economy, being a necessity, is made a virtue, and 
we are not ashamed to practise it. 

This wave of economy and resulting saving is 
not confined to the rank and file. The capitalist 
class is hit by the reduction of dividends and the 
lowering of the rate of interest. Hardest hit of 
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all are the business enterprisers — those who or- 
ganize and direct industry, who take the responsi- 
bility of ownership and contract to pay fixed 
interest to capital and fixed wages to labor. They 
rely on the difference between the expenses of pro- 
duction and the price of the finished product for 
their share in distribution. When prices first 
commence to fall, this class acts as a buffer and 
stands considerable loss before reducing wages and 
closing plants. 

Economies which result in a lowered demand for 
all goods, affect with special force the demand 
for luxuries. Hence those business enterprises that 
cater to the demand for luxuries suffer most. 
Failures are numerous; those firms that are high- 
cost producers, whether because of poor natural 
conditions, over-capitalization, or inefficient man- 
agement, are forced into bankruptcy. In fact, the 
only firms that survive such a period of readjust- 
ment are the efficient low-cost producers of the 
wares that people want and will pay for. Their 
business is in sound condition, their credits not 
over-extended, their natural advantages at least 
reasonably good, their capitalization low and man- 
agement efficient. In short, the whole commercial 
fabric is on a sound and practical basis. 

The cutting off and giving up of luxuries has two 
important effects. By throwing out of employ- 
ment persons engaged in the production of luxuries, 
it forces them to seek employment in the production 
of more necessary commodities, thus helping to 
lower the price of the latter to the consumer. The 


56 BUSINESS BAROMETERS 


effect of the increase in savings which results from 
the popularization of economy is always a large 
increase in bank deposits, especially in the savings 
banks. ‘Thus funds and credit accumulate and are 
available for use when the tide turns. 

The other psychological effect of hard times is 
the increase in temperance and industry. Both of 
these are due in part to the economy referred to 
above. People realize the necessity of clinging to 
a job. When there are many candidates for few 
positions, those who have positions know that 
should they fail to give satisfaction it would be an 
easy matter to replace them. This is equally true 
of the business enterpriser. He is dependent for 
his business upon the patronage of his customers. 
Competition is keen and buying is slack. His 
success in business is measured by his ability to 
please his customers. This all leads to a powerful 
realization on the part of all classes that the only 
road to success is the road of service. It is clearly 
seen at such times that wealth is the natural reac- 
tion from service. Thus temperance, industry, 
regulated plain living, and a willingness to serve go 
to characterize to a large degree all classes of the 
population. It is just this psychical condition 
which lays the strongest foundation for a period 
of prosperity. Such conditions cannot fail to fore- 
cast improvement. 

Ordinarily some specific event serves as the im- 
mediate stimulus to the inevitable upswing. That 
event may be a war, the opening of new lands, 
bumper crops or an abnormal increase in the cir- 
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culating medium. The accumulation of savings is 
certain, sooner or later, to burn holes in the pockets 
of the savers. That is human nature. In any 
case, the primary element in the stimulating factor 
is the new demand for goods. This new demand 
raises the price of those goods upon which the de- 
mand falls; and since expenses of production do 
not rise at first or in equal degree, a considerable 
“spread ” is thereby created between the price of 
the finished product and the expenses of produc- 
tion. This means profit for the business enter- 
prisers in the lines affected. The wheels, therefore, 
begin to hum, more help is taken on, the mills work 
full time and the demand for necessary raw ma- 
terial rises. 

If the new demand be sufficiently powerful so 
that it cannot be satisfied by the operation of the 
existing plants, other enterprisers with adaptable 
facilities are induced to enter the field. This means 
a call for more material, for labor, and as additions 
and new constructions are planned, a demand for 
building material, plants and machinery. As when 
a stone is thrown into the water, the ripples spread 
out in wider and wider circles, so the new demand 
for goods soon spreads out through the various 
relations of interdependence until it has affected 
the whole economic fabric. 

With the general advance in the cost of living, 
wage-earners are led to demand that the price of 
their services be increased to correspond with the 
rising scale of commodity prices. Demands for 
increased wages are generally granted because the 
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price of goods is such that employers would rather 
pay a high rate than lose business by a strike. 

Just as a period of depression carries its antidote 
in the sound psychological conditions which are 
created by depression, so a period of over-expansion 
produces within itself a poison which destroys the 
prosperity. Excessive prosperity makes men ex- 
travagant and careless. Rising prices show large 
profits on the books of the business enterprisers. 
Burning with a desire to make still more profits, 
they extend their plants and embark eagerly upon 
new business ventures. Increased income leads to 
an increase in personal expenditure. The employee 
who has steady work and who has seen his wages 
advance is filled with optimism, buys an automo- 
bile, builds a shack in the woods or at a popular 
beach. Similarly, his employer buys a couple of 
high-priced motor cars and sends his family to 
Palm Beach for the winter. 

A large market develops for luxuries of all kinds. 
Business enterprisers push on into this field also 
and the demand for new equipment still increases. 
As the natural reaction of adversity is economy, 
thrift, industry and temperance, so the reaction of 
prosperity is to make men extravagant, wasteful, 
self-indulgent and careless. High prices are relied 
upon to make good the loss by waste and ineffi- 
cient management. There is little effort to please 
the customers when the books are already filled 
with orders for the year ahead. Labor, while in- 
sisting on an increase of remuneration, grows 
increasingly careless as regards the quality of ser- 
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vice given inexchange. Every man knows that if 
he is rebuked or his work criticised, he can easily 
find employment elsewhere. 

A decrease in productivity is the inevitable result. 
The willingness to serve is then forgotten and in 
its place comes the notion that the high road to 
wealth and prosperity is the path of speculation. 
The air is full of stories of brokers’ clerks and 
messenger boys who secured bargains in stocks or 
land and in consequence are now buying motor 
cars and country estates. Industry, perseverance 
and honest labor are at a discount and each one 
hopes to make his fortune by a lucky strike. There 
is no idea that can possess the human mind that 
has a more destructive effect on those qualities 
that are necessary for efficient production. 

With increased production and rising cost of 
raw materials and labor, the “ spread ”’ between the 
price received for the finished product and the 
expense of production is gradually reduced. It 
ultimately becomes manifest that there has been 
a disproportionate investment in fixed capital in 
certain lines of industry. The great expansion in 
industry which characterizes a period of so-called 
prosperity always produces a strain on financial re- 
sources. It takes more money to finance a business 
enterprise on a high scale of prices. The amount 
that banks will loan on stocks and bonds is based on 
their market values, this amount rising and falling 
as the market value increases or diminishes. Simi- 
larly, also, the amount that can be borrowed on 
real estate and equipment depends upon the esti- 
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mated value of the security. The value of stocks 
depends not upon their earnings, but upon their 
expected earnings. It is also possible to borrow 
more on the plant that is making large profits and 
expects to continue to do so, than upon one that is 
earning but little. Thus all along the line credits 
open and expand in proportion to expected earnings. 
When the rising costs of production result in reduc- 
ing profits in the lines in which they first advanced, 
the high-cost producers in these lines find them- 
selves in a weak position. The demand for funds 
makes the interest rate high toward the close of 
a period of over-expansion and this high cost of 
funds is a further check on the progress of industry. 
Creditors at this point begin to take alarm. Stocks 
are widely distributed on narrow margins, and con- 
ditions are ripe for a decline. 

When the decline comes, the contraction of 
values necessitates a contraction of the credit 
which had been built up on the basis of the former 
inflation. Loans are called, and securities must 
be sold to meet them. Money rates rise and a 
panic ensues, accompanied by the failure of an 
increasing number of business enterprises. Com- 
modity prices fall. Just as when prices are advanc- 
ing everyone is anxious to buy in anticipation of 
further advance, so when prices begin to fall every- 
one is anxious to sell in anticipation of further 
decline. Thus demand collapses as the selling 
pressure increases. Since retailers will not order, 
wholesalers cannot, and manufacturers find them- 
selves forced to curtail production. The keynote 
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of this period is disappointment. Business enter- 
prisers are disappointed at the failure of the ex- 
pected profits. Investors are disappointed at the 
failures of those enterprises in which their money 
was invested. Wage earners are disappointed, 
first because their increased wages’ will not buy 
as much as they had expected; later, because the 
high wages and easy positions fail to be maintained. 

When expansion is checked and the volume of 
business falls off, the demand for funds is also re- 
duced. The interest rate falls because there is little 
profit in employing funds and we are entering upon 
another period of reaction. The duration of this 
reaction is dependent upon the time necessary to 
liquidate the unhealthful condition which the profits 
and period of over-expansion have created. If the 
reaction is very intense this may be accomplished 
in a comparatively short time; if less intense the 
time will be longer. Not until the unsound busi- 
ness conditions and the disastrous psychological 
effects of too much prosperity have been liquidated 
and corrected can the foundations be laid for an- 
other boom. 

There have always been periods of depression, 
periods of over-expansion, and intermediate periods, 
‘as everyone already knows.* There is absolutely 
no dispute regarding this first point. As to the 
duration of these periods there is a distinct differ- 
ence of opinion. It is the general impression that 
the great major trends are of about twenty years’ 


*See Monetary Commission volume on “ Crises,” by Prof. 0. M. W. 
Sprague of Harvard, a foremost authority on ‘‘ Applied Economics.” 
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duration, and the minor movements average 
41 months’ duration, with possibly still other 
swings of about ten years’ duration. Probably 
the most interesting of the older works on this was 
by Samuel Benner, who, from 1875 to 1884, formu- 
lated a most elaborate system of charts and who, 
without doubt, clearly foretold the panics of 1884 
and 1893, and the prosperous years intervening. 
Many other men have devised other charts and 
theories, some based on supposed economics and 
others based on superstition, but all have been 
found to fail, and have been forgotten.* 

Upon careful examination all these charts and 
theories are found to have two great defects; and 
it is chiefly because the Area Theory herein dis- 
cussed eliminates these two defects that the theory 
and the Babsonchart described in the following 
pages deserve attention. 


Reaction Equals Action 


The first defect in the old theory of Benner and 
other writers consisted in the fact that they based 
their calculations simply on either tvme or intensity, 
instead of on their product. There is no law in 
physics or nature that any action or any reaction 
must come with any definite regularity. There is, 
however, as before indicated, a law under which 
mechanics, medicine, and other sciences move, 
namely that “action and reaction are equal.” 
This is absolutely true; but when the student at- 


* Recent scientific contributions to the literature on these movements 
have been made by Mitchell, Copeland, Moore, Jones and others. 
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tempts to go one step farther, he generally fails. 
For instance, we may say that a certain reaction 
amounts to one hundred foot-pounds, but whether 
the body weighs one hundred pounds and is moved 
one foot or weighs only one pound and is moved 
one hundred feet, we have no way of knowing until 
we learn one factor. 

In other words, to say that a period of over- 
expansion or period of depression will last any given 
time, irrespective of the business activity of the 
country during such time, is contrary to all basic 
law. Yet upon such reasoning most of our prede- 
cessors have worked, while the others believed that 
a change in conditions comes when figures for pig- 
iron, bank clearings or commodity prices reach a 
certain point, They entirely ignore the product of 
time and intensity. Only by multiplying one by 
the other can the true reaction be ascertained. 
Time, then, may be compared to space, and in- 
tensity may be compared to weight, and their 
product to space multiplied by weight, or to “ foot- 
pounds.” 

For this reason, when studying a Babsonchart 
like that at p. 73, which is based on a representa- 
tive and comprehensive number of business indica- 
tors, able bankers and merchants today do not only 
study height or length, but study area. That is, 
such men believe that the shaded portions above 
the average line of growth X-Y, shown in the plot, 
should approximately equal in area the following 
shaded portion below said line. Thus, if the country 
is enjoying a condition of only medium activity, 
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prosperous conditions may be expected to extend 
over a longer time than if tremendous Over-ex- 
pansion exists, and vice versa.* 


All Subjects Must Be Considered 


The second great error heretofore made by these 
economists consisted in the fact that each man 
seemed to focus his attention on only one or two 
subjects, instead of making a composite interpre- 
tation of all. Some would study bank clearings, 
some foreign trade, others gold movements, produc- 
tion statistics both for agriculture and industry, and 
so on, believing that, as the figures on their particu- 
lar pet subject or subjects changed, it was possible 
to forecast future conditions. Many still believe it 
is possible to utilize certain subjects in this way, 
but all such systems are absolutely wrong. No one 
of these subjects, when studied independently, 
serves to foretell the great changes in conditions 
which have occurred since 1860. Some of the 
subjects seem to work out better than others, but 
all of them entirely fail to give proper warning in 
all instances. 


* See “ Cours d’Economie Politique,” by Vilfredo Pareto, Vol. II. 


+ For illustration, “ gold movements ” formerly was used as one of the 
very best barometers of future conditions. During heavy imports of geld 
(such as occurred in 1878-1882) the United States enjoyed unparalleled 
prosperity and after said imports declined and the exports ef gold exceeded 
the importa (as in 1882-1883) followed the panic of 1884. This same rule 
worked most admirably in torecasting the prosperous times of 1888-1890, 
the panic of 1893, and the prosperous times of 1898-1902. The rule, how- 
ever, did not work in forecasting the panic of 1903 nor the prosperous 
years following, and the heaviest imports of gold the United States ever 
enjoyed preceded the panic of 1907. Of course the reason for these huge 
imports in 1906-1907 is now well understood; but any one, who in 1906 
simply studied the bare figures, without knowing that such importations 
were artificial, would have been justified in expecting that 1907 and 1908 
would be years of great prosperity. On the other hand, such an error 
would not have been possible if a study had simultaneously been made 
of the other leading subjects. 
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However, a study of all these subjects reveals 
the fact that there has not been a single case when 
a change in conditions has not been fully and 
plainly foretold by a majority of these subjects. 

Four general rules can be worked out for each 
subject — one rule for each of the four periods of 
over-expansion, decline, depression and improve- 
ment, respectively. These rules are given in detail 
for each of the subjects treated in Chapters IV, 
Vand VI. The basis of these rules is that 
very high figures, such as appear during a period of 
over-expansion, foretell a panic or period of 
decline. Very low figures, such as appear during 
a depression, foretell a period of improvement. 


General Considerations 


From the foregoing it is evident that it is better 
to reduce all figures to a single summary plot, in 
order to ascertain the ‘area’ above or below the 
normal Line X-Y, although the separate charts on 
the different subjects may be again referred to as a 
check and interpreted in accordance with the laws 
just outlined. If both the Babsonchart and the 
individual interpretations foretell the same change, 
this change may surely be expected to come to pass; 
while if both do not foretell the same change, one 
may assume that at this moment conditions are 
uncertain, although a little later this uncertainty 
may not exist. 

This practically completes the diagnosis, although 
as a further study, it is interesting to refer back to 
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previous history and ascertain what changes, after 
such conditions as exist today, have followed in the 
past. This is accomplished by referring back to 
points in the various past business trends when (1) 
the same area above or below the normal line 
existed as exists today; and (2) when a majority 
of the individual subjects foretold the same condi- 
tions which they foretell today. 

In connection with this study there is a certain 
sequence of events which is a distinct aid to bankers, 
merchants and investors. This sequence is similar 
to the various stages of disease with which physi- 
cians are so familiar. Sometimes one stage of the 
disease “runs” longer than usual; but the sequence 
is usually about the same. Likewise, it is not al- 
ways possible to judge correctly the exact duration 
of each period of increase or decline in prices; but 
by a study of fundamental statistics it is always 
possible to ascertain approximately in which of the 
following periods we are. 

The prices of stocks usually continue to rise 
after the prices of bonds begin to fall. Industry, as 
a whole, generally follows several months behind 
stock prices. The prices of commodities generally 
stop rising at about the time business reaches its 
height. Interest rates are likely to continue to rise 
until the prices of land values have declined 
sharply. This latter event usually completes the 
decline in prices that precedes and accompanies a 
panic. Conditions in other countries and crop 
conditions in this country also have much to do 
with the date and extent of these periods. 


FUNDAMENTAL STATISTICS 67 


In short, this study of fundamental statistics 
consists simply in ascertaining present conditions 
and interpreting them with the view of forecasting 
future conditions. It is like the work of a physi- 
cian when he examines a man for life insurance. 
The physician first ascertains the man’s present 
conditions and his mode of life. Applying his 
knowledge based on previous history of what usu- 
ally follows such conditions, he makes a forecast 
of the man’s probable length of life. That action 
and reaction are equal and that history usually 
repeats itself is the foundation of both the science 
of medicine and the great business of life insurance. 

These fundamental principles apply equally in 
the field of economics and hence the merchant 
and the investor should give the subject of funda- 
mental statistics his most careful attention and 
consideration. Those who study the figures on 
these fundamental subjects each week obtain a 
barometer figure for present conditions. The 
Babsonchart is really a graphic picture of such 
statistics which are gathered from many author- 
itative sources, tabulated and kept up-to-date. 

In the first portion of this book is described the 
meaning of fundamental statistics and their use. 
In this chapter is outlined the theory underlying 
the work and the reason why such statistics may 
be depended upon. Now a few words must be 
given to explaining the mechanical work of com- 
piling and reducing these figures to one single 
“Business Index” such as is the basis of the 
Babsonchart. 
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Construction of Babsonchart 


In the Babsoncharts for the United States and 
for Canada* the need of direct and definite results 
leads to seeking a systematic, comprehensive and 
reliable practice, so that an accurate basis of 
comparison with the period selected as the base 
may be established at the outset. The course 
usually followed by the leading bankers, merchants 
and investors when studying fundamental statistics 
is to collect data covering a long period of years, 
and relating to such subjects as those listed later 
which for the U. S. Babsonchart are grouped under 
seven main headings: Manufactures, Mining, Agri- 
cultural Marketings, Building and Construction, 
Electric Power, Railway Freight, Foreign 
Trade. 

As our knowledge of the Law of Action and Reac- 
tion increases and as more statistical data become 
available we are continually revising our studies to 
secure the best possible measure of business condi- 
tions. The revised Babsonchart of the physical 
quantity, or volume, of United States business is 
described below. In this new volume study the 
difficulty of deflating subjects reported in terms of 
dollars has been practically eliminated. Data 
were selected for the series to be combined in this 
chart, which would include, — (1) monthly figures 
of quantity; (2) cover all the principal fields of 


*See Chapter VIII fora complete description of the Babsonchart of 
Canada which gives a monthly index of the variation of the physical 
volume of business activity from 1915 to date. 


INDUSTRY REPRESENTATION —U. S. BABSONCHART 


Basis ‘Value Added by Industry” 


Percentage figures in bold face type refer to representation as to part of total inde 
Percentage figures in italics refer to sub-group representation as to part of main zroup 
Percentage figures in light face type refer to subject representation as to part of Aan group. 
Series in parentheses are substitutions for the subjects immediately preceding. 
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Percentages of Representation Oct. '22 on 
- Yearly 
Period Period Period | Period Average 
Jan. '05-May '09 | June '09-July '15 | Aug. '15-Sept. ’22 | Oct. '22 “Value 
o> Sgn alias on Added” 
See thru Which |—————————_ Fannin 
Series of Monthly Data ee Series Weight- | Weight- Weight- | Weight- Weight- Weight- Weight- tation. 
otes Are Used "hcg ing ing ing ing ing ing Base 
ans Base Base Base Base Base Base 1923-27 


1909 1923-'27] 1914 1923-'27| 1919 1923-'27| 1923-'27|000 omitted 


2.5 61.8 58.7 58.4 $16,963,404 
ray: 4s) on | aki Piet, eee £,056,438 
Creamery Butter—Factory Production. .... 1 Oct. '22 on . tees ce “da y “18 17 oer 44 
Cattle Slaughter—Under Federal Inspection} 13, 1 Jan. '05 on 4.6 3.5 4.5 a8 ie 2.9 OME 466,512 
es ee nate a Inspection...) 13, 1 Jan. '05 on 6.7 5.7 ae f. 4 : ‘ 
Sheep Slaughter—Under Federal Inspection.} 13, 1 n. '05-Dee. ' 3 8 : : ‘ : aa 0A Heese oe 
Wheat Flour Production.......... y Pole pe > 13,3 > Sa etl Pe a eter 10.5 7.2 5.5 $2 3 ley 
Sugar Maldinga torres er cas eee 4 Jan. ’05 on 8.3 5.0 4.3 4.0 3.3 2:5 a ny 
Le SE ie orien a Ae SOL i CORON at| Mechel PRES cone 26.5 | 26.3 19.7 | 20.6 21.7 18.7 20.3 8,444,578 
Cotton Consumption. .......c00c0ceeecees 5 Sept. "12 on ae 13.7 14.5 11.8 9.1 7.9 1,343,364 
aie Tekin by Northern and Southern 
DERINSNG Sra ak aie nella msec k eee 6 Jan. '05-Aug. '12 18. 17.8 pees see Paci Pers 4 ocr | “meteors ale 
Knit Underwear Production.............. 27,5 Oct. 29 on . ad ri ieee are A vale eae 1.2 191,784 
Hosiery Prodiiation... \csve. «cs sees enone 6 Feb. '23 on e A 2.9 £92,504 
Wool Consumption. ot. scic os ceees succes 5 Jan. 18 0n oe 2.4 2.2 19 327,684 
Wool Carding Machine Activity........... 5 Aug. ’15 on o* 2.4 2.2 1.9 326,604 
Wool Combing Machine Activity.......... 5 Aug. '15 on ae. i Br f 14 1.2 201,588 
Raw Silk Deliveries............0000000... a Feb. '20 on me at Sree 2.2 372,516 
(Raw. Bille Importe)2 foueiene. tctninesece ce 8 Jan. '05-Jan. '20 6.0 6.0 3.4 3.8 sees | ehessons 
Silk Broad Looms Activity............... ve Mar. '22 on = Bats = ee 153 188,472 
Rubber (Imports) ne otiane ase loo hohe 8 | Jan. '05-Feb. ’21 7.6 10.8 74 6.6 5 ll bl ene 
(Pneumatic Rubber Tires). .....csccccccess 9 Mar.’21 on < ee nen aie 8.7 623,478 
Automobile: Manuyactinen 7, ceate ssinc- ose tereacers | puetsce bare lois Oy aoe eae ae a a oo 15.6 19.6 16.9 £875,832 
Passenger Automobiles............... 5 Aug. '15 on : BS rs 12.2 16.8 14.5 2,470,404 
By Es ere At ing VSO anes 5 Aug. ‘15 on a ara ws 3.4 2.7 2.4 403,428 
Coal andiOw Prodtenta ha orysrorsictcaie ics sreinrerateQrs of ale cia ol carice nteserenee : 1.6 2.4 1.3 1.5 6.8 983,496 
Beehive and By Product Cok 10,5 Jan. '05 on , 1.6 2.4 1.3 1.5 1.3 220,356 
Raw Gasoline Production. . Saye 5 Oct. '22 on os a ante aa porate oor. 3.2 547,788 
Gapiand Biel OU sea iron eeniews anes 5 Oct. '22 on oe Frane eae pti Caen interes 1.3 215,352 
TyOn ONG Geet oes Piper yranie poet er eine det uiel ERC Laie es eee nee 84.6 35.4 23.6 28.6 20.4 18.1 15.7 2,659,848 
Pigtiron Production iss ce eeeeeee 11 Jan. '05 on 10.4 8.2 5.8 6.6 4.8 4.2 3.6 614,448 
Steel Ingot Production.......cccsscccsces 1b i Jan. '05 on 24.2 27.2 17.8 22.0 15.7 13.9 12.1 2,045,400 
Paper: Productions «oat ceicaaccenceeee et + Oe 28,13, 5) June ’09 on ee ba 6.9 Te, 4.7 4.9 4.3 719,880 
Printing and Publishing..... AS NERO C SOO OOOO Al ener] Po aoernoncmscocde 3.4 4.1 hid 11.6 10.0 1,699,776 
Newsprint Consumption................- 13, 14 Aug. 15 on F ee 3.0 4.5 3.9 59,904 
Newspaper Advertising............. en 15, 16 Aug. ’15 on aaas nee Bayne s fath 3.0 4.5 3.9 662,220 
Magazine Advertising..........ccececcees 17 June ‘09 on waiae Riese 3.4 4.1 i leg 2.5 2.2 377,652 
Portland Cement Production.......scececeeeees 5 Aug. "15 on Aer Bae Gaus one 1.6 2.8 £4 409,380 
Boot and Shoe Production... .0cc60s0caccccss 5 Oct. '22 on ee wares seats One See “re 4.9 838,704 
PObRCEO sc etre aaslasen mietereis lait ele al eaeene ee cal oeca iets [ee en ee atten ee 18.7 8.7 11.1 7.1 44 4.4 3.9 655,008 
WAXDSIGCIZAPA Nerecic ee giaie cieisielerormtaee ecole bie 18 Jan. '10 on wale eisai 5.8 3.5 1.8 2.2 2.1 354,960 
Maxpard Cirareitos sce ao ais vieiee tee eo. 18 Jan. '10 on ma as py ¢ 3.0 3 EY 1.8 1.8 300,048 
Taxpaid Smoking Tobacco....... een eae 18 Jan. '10-Deo. '21 BAe Hc 3.6 6 9 4 sae eeeeeeee 
TObAced HSEVENUCA 5) croc ic,sieleisiniecereetnrace 18 Jan. ’05-Dec. '09 13.7 8.7 eae pris ae ee Bmp | Pee ee 
Mining 2. ier sce aeetocin ene rence oe SOUR GAIOOFd CooRn On Pupcacoraeb asad o 15:2 17.3 15.4 15.9 13.2 13.8 12.3 3,579,600 
Bituminous Coal Production. ............+.++- 5 Jan. '05 on 40.0 35.1 42.1 35.1 40.6 35.1 32.5 1,164,000 
Anthracite Coal Production. .............ee08- 19, 5, 20 Jan. '05 on 14.7 13.3 16.0 13.3 12.8 13.3 12.3 440,400 
Crude Petroleum Production................0: . Jan. '05 on 12.7 35.7 18.3 35.7 26.5 35.7 33.0 1,180,800 
Natural Gas and Gasoline Production.......... 5 Oct. ’22 on rae Ee S45 ets Sass waiore 6.2 220, 
Tron: Ore: (Shipments) o 5s 0 cic vss c.ciccascoscses 13 Jan. ’05-Dec. ’21 18.6 9.1 10.6 9.1 11.9 9.1 Neoied | LUM paate selec 
(Ore: Oprloadingn) 202505 5 ciscercisla ciara acelin sie ia'e-e-v ee 20 Jan. '220n noes Saye BER aoe wate yt 4.9 176,400 
Capper, Mine Production. .......cccscescecess 13, 21 Jan. '05 on 14.0 6.8 13.0 6.8 8.2 6.8 6.3 225,600 
Gradadiead) Production. sio5.<4 cece ss sis ceme 21 Oct. ’22 on hone Saree pains Pegi oe Poigte e 2.6 94,800 
Primary Zino Production, ....c.cccccccececees 22 Oct. '22 on Se Palate wae ‘eee 5 S Ses 2.2 76,800 
ASticultnrst WrAtketimeg® len carcciatrn cian ooeten larson. fcisisieiare so crete e ayatais 4.6 2.4 4.2 2.2 2.0 2.2 644,460 
Wheat Receipts at 11 Markets.............0.. 2,1 Jan. '05 on ae 16.6 ee 16.6 16.6 13.4 86,268 
Corn Receipts at 11 Markets...... at ed Jan. ’05 on 72 7.2 7.2. 5.8 37,140 
Oats Receipts at 11 Markets. 2,1 Jan. ’05 on 2.7 . 2.7 2.7 2.2 14,172 
Cotton Receipts Into Sight 23 Jan. '05 on 30.2 as 30.2 ae 30.2 24.3 156,600 
Cattle Receipts. gh | Jan. ’05 on 16.3 oa 16.3 16.3 13.1 ,480 
Hog Receipta....... AG | be en Jan. ’05 on 24.3 ai 24.3 24.3 19.6 126,288 
Sheep and Lamb Receipts...........e.eeee00. 2.1 Jan. ’05 on 2.7 “i 2.7 2.7 2.1 13,812 
Poultry Receipts at 5 Cities...............08. 1 Oct. '22 on gases "5 AD wae eb aie 3.8 24,336 
Egg Receipts at 5 Cities.............0..eeeee 50 1 Oct. ’22 on Biarete are 6 7.3 47,016 
Apple Carlot Shipments. ..................0.- 1 Oct. '22 on a 5 2.4 15,456 
Orange Carlot Shipments....... Sieteea cea, Braver 1 Oct. ’22 on a nea Scere z F 1.6 10,392 
White Potato Carlot Shipments............... a Oct. '22 on Bete eee es Bete eee Spear 4.4 28,500 
Building and Construction............ DOBOR ice 13, 24 Jan. '05 on 16.4 13.1 11.7 12.0 6.7 10.4 9.6 2,798,628 
Klectric Power Productlonin.: c.ccceesucccn sincere 25 Oct. '22 on esice Shia ati Byer eee aan 3.5 1,018,272 
Railway Freight Revenue Ton Miles............ 13, 26 Jan. '05 on 17.4 16.1 17.5 14.8 11.3 12.8 11.9 3,453,936 
Foreign Trade........ Pod suvins asocduenadcor Sa002] bo sekeel lan BHAcioBonbarhad 2.9 2.8 3.0 2.6 3.5 2.3 2.1 09,600 
U. 8. Imports—Physical Volume..... SAIC Oe 13 Jan. '05 on 46.4 46.5 46.3 46.5 33.5 46.5 46.5 283,200 
U. S. Exporte—Physical Volume.............. 13 Jan. '05 on 53.6 53.5 53.7 53.5 66.5 53.5 53.5 326,400 
Grarid Total -Afeaces cacy sence sig) mahal’ aay otava a: eye'| usc shet st sal obs tai alate She's iota’ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 $29,067,900 
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Sources—(1) U. S. Dept. of Agriculture. (2) Internal Commerce of the U. S., Monthly Summary. (3) Russell’s Commercial News. (4) Statistical Su 
Trade Journal (Willett and Gray). (5) U.S. Dept. of Commerce. (6) Commercial and Financial Chronicle. (7) Silk Association of America, (8) Foreign Gom 
merce of the U.S. (9) Rubber Manufacturers’ Association. (10) Prior to 1912—Babson Compilation; 1912 on—U. 8. Dept. of Commerce, Bureau of Mines. (11) 
Iron Age. (12) American Iron and Steel Institute. (13) Babson Compilation. (14) American Newspaper Publishers’ Association. (15) Tariff Information Survey 
on Printing Paper, 1923. (16) New York Evening Post. (17) Printers’ Ink. (18) U. 8. Treasury Department. (19) Anthracite Bureau of Information. (20) 
American Railway Association. (21) American Bureau of Metal Statistics. (22) American Zinc Institute. (23) New Orleans Cotton Exchange. (24) F. W. Dodge 
Corporation. (25) U.S. Department of Interior. (26) Interstate Commerce Commission. (27) Discontinued March, 1931. (28) Discontinued January, 1933. 

*1909, 1914 and 1919 weights were not calculated for the separate items of Agricultural Marketings, but only for the up as a whole. 

tin conformity with the requirements set forth above, agricultural marketings represent only the marketings phase of agriculture computed as 10 per 
cent of the ‘cash value’’ of crops; value added by building and construction was taken at 45 per cent of the value of contracts awarded; fe pas trade was 
made to represent only the direct “value added” by the handling of imports and exports, estimated as 7 per cent of value. All manufacturers’ items were 
raised by a constant to give that major group the “value added”’ importance derived from the Census of Manufactures for the sum of the groupings represented: 
these amounted to 64 per cent of total manufactures. Copyright, 1934, by BABSON’S REPORTS INCORPORATED—Printed in U.S.A. 
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business activity; and (3) include a large pers of 
the total activity in each field. 

The Subjects—The Babsonchart is based on 54 
different subjects tabulated on insert page 69. 
They are carefully weighted, and carried back over 
more than a quarter century. In addition to its 
use as a measure of general business activity it 
can be broken down into its component curves 
or to represent the groups of Production of Basic 
Materials, Agricultural Marketings, Manufactur- 
ing, Distribution, etc. ‘The Babsonchart represents 
the physical volume of business as measured by 
quantitative subjects. However, in the case of one 
subject, New Building, statistics have not been col- 
lected in terms of physical volume for more than 
a few years back. Hence it was necessary to com- 
pute volume figures from the value figures by allow- 
ing for changes in building costs. These changes 
have been obtained by the use of the Babson Index 
of Building Construction Costs, computed from our 
price indices of the materials going into residential 
and other types of construction. The variation in 
labor costs was obtained from our weighted index 
of building wage scales, which not only allowed 
for the proportion for each type of labor contrib- 
uting to ordinary building construction, but was 
also weighted in proportion to the contribution 
to the total building in the United States of the 
seventeen principal cities of the country from 
which the wage rates were obtained. 

Weighting.—The United States Census figures for 
1923 thru 1927 are the primary bases of the weight- 
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ings indicated in the table at page 69. Both the 
value of products and the number of people en- 
gaged in each line were considered, the final weight- 
ing chosen being based solely on the value added 
to the products in the particular phase of business 
activity being discussed. Reweighting can there- 
fore be made, if necessary, at each census of manu- 
factures. 

Improvements and Revisions.—Considerable diffi- 
culty was experienced in carrying some of the series 
back to 1904. We are indebted to a number of im- 
portant companies, both railroad and industrial, for 
supplying for certain years unpublished data per- 
taining to their business. Several departments of 
the United States Government also have supplied 
us with special studies. As to future changes, at 
the close of any business depression completing an 
area movement, there can be substituted any new 
and better series that have become available 
for the measurement of any particular phase of 
business activity. Thus we can take advantage 
of new statistical data to increase the accuracy 
of measurements of each different phase covered 
by the study. 


To accomplish our purpose the following re- 
quirements for the Babsonchart were set up: 


1. It must include as many major phases of busi- 
ness activity and industrial divisions as can 
be adequately and reliably represented by the 
series available. 


2. It must be adjusted for seasonal variation so 
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that any month may be compared directly 
with any other month. 

3. It must give each series its proper importance 
in the index. This importance must be deter- 
mined on the basis of the ‘value added” by 
the industry represented by the series.* 

4. It must adjust for the shifting relative im- 
portance of constituent items and of the 
major groups during the period covered by 
the chart, and it must provide adequately for 
incorporating such changes in the future. 

5. It must show the actual index of activity— 
not merely the deviations from some unre- 
vealed “normal,” so that the long-time trend 
of activity can be seen and comparisons made 
between different periods, or between the 
growth of general business activity and one’s 
own business. 

6. It must adequately meet the many problems 
of logic and statistical technique which arise 
in its calculation. 

The work on the Babsonchart proceeded so as 
to meet all of the above requirements in the most 
satisfactory manner with known materials and 
statistical methods. 

Adjustment for Irregular Months.—In those cases 
where industries did not work 365 days a year and 
where we could ascertain with a fair degree of 
accuracy the holidays observed, adjustments were 
made for the working day irregularities by com- 


* This is, in most cases, substantially the value of products less the cost 
of materials, supplies, fuel and power. 
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piling the series on the basis of average daily 
output. 

Seasonal Adjustment.—The original monthly 
series were individually adjusted for seasonal 
variation by seasonal indexes determined on a 
seven-year moving basis. Ratios were computed 
of each month to the twelve months’ average in 
which it “centers.” Arranging these ratios accord- 
ing to months, the arithmetic mean of the “middle” 
three ratios for the respective months in each 
seven-year period was used as the seasonal index 
for that month in the middle year of the period. 

Formula Used.—The formula used in the calcu- 
lation of this index is the aggregative number “53” 
in Professor Irving Fisher’s book, ‘“The Making 
of Index Numbers,” shifted to a physical volume 


5 a oe eR Es 
index. In its form to give price it is =P.Q, ; 


to give volume it is Sop where Q,= cur- 
0 0 

rent quantity; P, = base value added; (average 

during the years 1923-27); Q,= base quantity 

similarly derived; and = indicates the summation 

of the corresponding products of all series that are 

being combined. 

The base period chosen for the revised Babson- 
chart is the five-year post-war period 1923-27. 
It was the best five-year post-war period for which 
census data were available at the time that this 
study was made, and represents a fair average of 
conditions. No pre-war base for a study of the 
physical volume of business was to be considered 
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Physical Volume of Business 21% above a year ago 
(Current Mar. Estimate 110.5) 6% above “Normal” 


Babsonchart of U. §. Business Conditions 
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t The vertical red lines show the monthly rango 
of the average of 50 stocks (20 rails — 30 Indus- 
100 trials). Use scale figures under 1925. 
-—= The solid red line is N. Y. Stock Exchange 
average price of all stocks. Scale figures under 
90 = 
-——~ The solid black line is a record of the aver- 
age yield of 60 active bonds. The black figures 
under 1918 refer to this line. 
+-+= The dotted black line is a record of the aver- . , 
80 age wholesale price of 26 commodities for indus- f i iY, 
trial use. Scale figures under 1930. ‘ht | 
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II 
he contour curve with black and red areas is the BABSON INDEX 
OF THE U. S. PHYSICAL VOLUME OF BUSINESS. Tests have 
shown this monthly business curve to be a good representation of the 
nation’s commercial and industrial REAL income or progress (in terms 
of goods and services rather than money). By reading the business 
curve against the extreme left-hand scale of index numbers, comparisons 
can be made among any points on that curve; thus you can compare 
your physical unit sales with the Babsonchart business curve. THE 
AVERAGE OF 1923—27 EQUALS 100. Moreover, the extreme right- 
hand scale shows the per cent above or below current estimated normal. 
A preliminary estimate of the monthly business index is made each week. 
Every successive business cycle has had a higher average level; the X-Y 
“NORMAL LINE” connects these averages. Thus the estimated normal 
is clearly shown. The black AREAS above the X-Y Line of Normal 
Growth represent periods of overexpansion in business; the red areas are 
periods of readjustment. An overexpansion area tends to be followed by 
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a depression area of approximately equal size tho varying shape, — based 
on the theory that ei tes time and intensity are multiplied to form an 
area) ‘‘action and reaction” are equal. 

The Business Index comprises fifty-four series in seven groups. 
(1) Manufactures: Butter, slaughter, flour, sugar refining; cotton, wool, 
and silk textiles; shoes; tires; cigars, cigarettes; cement; passenger autos, 
trucks; coke, gasoline, oils; paper; newsprint consumption, newspaper and 
magazine advertising; pig iron, steel. (2) Minerals: Anthracite coal, 
bituminous coal, petroleum, natural gas; iron ore, copper, lead, zinc. 
(3) Agricultural marketings: Receipts of cotton, grain, livestock, poul- 
try, eggs: car loadings of apples, oranges, potatoes. (4) Building and con- 
struction. (5) Railway freight. (6) Electric power. (7) Foreign trade. 
Not all the items, but all the major groups, except electric power, are in- 
cluded from 1905 on. USUAL SEASONAL MOVEMENTS in the 
above series are ELIMINATED (before combined into the index). 
A detailed description and index numbers are available on request. 
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_ The other curves ane losely telated business. The dotted black 
line is the Babson Index off INDUSTRIAL COMMODITY PRICES, 
with the period 1908-1 2)qual to 1 
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DO. It reflects average inventory costs. 
hq average yield of 60 High and Medium 
ies and 20 industrials. It serves as a 
nl bond yields with the average. The 
“grve to swing as would a chart of bond 
able or unfavorable trend of long-term 
nes indicate the monthly price range of 
id industrial averages of COMMON 
é Stotk Exchange. In retrospect, a buying 
zone for stocks is found td he all gun not later than the completion of 
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for we have put behind us forever the former levels 
of business activity. 

The X-Y Line——The X-Y Line is determined by 
the Method of Averages calculated for different 
cycles;—D, E, F, G, and H estimated. These 
center points are connected by a suitable trend 
line. It represents the net growth of United States 
business, showing a rather steep ascent during 
the early World War period. Economists and 
statisticians always disagree as to the proper 
location of such a line, and we are not presenting 
this study as a final conclusion. The net growth of 
business is something to which every business man 
should give careful attention. Up to the beginning 
of the war in Europe, the long-time growth of 
American business continued at a fairly steady 
pace. From 1914 to the time the United States 
entered the war, there was an entirely new situa- 
tion—a tremendous demand for American goods 
without corresponding foreign competition. Prices 
rose to high levels, stimulating the greatest develop- 
ment in that length of time that American produc- 
ing facilities have ever known. After the United 
States entered the war the advantage was reduced. 
Production, already high, was expanded at a less 
rapid pace. The X-Y Line herewith presented is 
in keeping with these facts. 

Some statisticians prefer to eliminate the “ net 
growth ” or secular trend from each of the individual 
subjects before they combine them into a single in- 
dex figure. This is done by various mathematical 
processes. Of course, when the growth element is 
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eliminated, it then is possible to use a horizontal 
base line instead of a sloping X-Y Line when com- 
paring the index figures. To the casual observer it 
appears that the statisticians who use this method 
avoid the difficulties of locating an ‘ X- ” Line. 
This is not the case; they have to calculate how 
much of the increase in the business records they 
believe represents normal growth before they can 
subtract that amount from the original statistics. 

We have felt that it is very much better not to 
attempt to subtract the growth factor from the 
figures, but to represent it on the chart by the 
X-Y Line. There are several important advan- 
tages: (1) It permits every one to see what allow- 
ance is being made for normal growth. This in 
itself is valuable information. (2) It makes it pos- 
sible for one to compare the figures of his own busi- 
ness with the Babsonchart without first correcting 
them to eliminate the growth factor. (3) In times 
of sudden change, such as occurred during the war, 
mathematical methods of subtracting growth from 
the original data all fail. 

The ratio scales used for the chart give a true 
representation of proportional movements in all 
curves. Equal vertical distances between any 
points represent equal percentage changes. 

Use of the Babsonchart. A copy of the Babson- 
chart is shown opposite page 72. The line marking 
the irregular contour of the black and red areas is 
formed by the Business Index calculated for each 
month as described above. Thus is traced out the 
month-by-month changes of business conditions. 
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The X-Y Line not only serves to define the areas 
of over-expansion and depression in general busi- 
ness, but it also furnishes the standard toward 
which every business man should work. It repre- 
sents the approximate rate at which business can 
be carried on indefinitely without the necessity of 
periodic readjustment and wasteful depression. 
It shows the net gain made by the nation as a 
result of the right use of land, labor, and capital 
in all forms. By “right” use of these factors is 
meant that use which brings about efficient pro- 
duction of wealth, together with a consumption of 
this wealth which is productive, not wasteful. 

The dotted black line shows the movement of 
the Babson index of wholesale industrial commodity 
prices using for a base period the average price 
level of the years 1908 through 1912 equal to 100. 
Of course this shows but a small portion of the 
major commodity price swing which culminated in 
1920. It does show that the minor movements 
have a definite relation to the Babsonchart areas. 
Furthermore it brings out the necessity in any 
careful study of an individual business of con- 
sidering the changes in physical volume of produc- 
tion as well as in dollar sales. 

Different industries are related differently to 
the area movement of the Babsonchart and for 
many of the more important we are able to furnish 
indices showing this relationship. With the knowl- 
edge of the present position of business in relation 
to the X-Y Line and also of the relationship of his 
particular industry to the Babsonchart a business 
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man has the essential factors required for an esti- 
mate of the trend of his sales. 

The vertical red lines on the Babsonchart repre- 
sent the monthly high and low of the average price 
of 50 stocks (40 until 1928) and the solid black 
line, the average yield of 60 bonds. Although during 
these years the stocks have usually discounted 
the black area, yet this cannot be depended upon. 
Previous to 1903 there also were instances when 
the black area rose and fell first. Therefore, the 
only safe method is to study both of these to- 
gether, giving the most weight to the Babsonchart. 

Although the main use of the barometer figures 
is to plot the ‘‘ area ’’ mentioned earlier in this 
chapter, the figures themselves are also useful. 
If, during a period of depression, the final 
business index for a long period shows a con- 
tinuous but slow increase, the country is usually 
facing improved conditions, however poor business 
may appear to the average merchant. On the 
other hand, during a period of over-expansion, if 
the business index continues to increase abnor- 
mally, there is likely to be a change for the worse 
at any time. 

The fundamental principle to be remem- 
bered, however, concerning the Area Theory 
is as follows: If the line, X-Y, truly represents 
the normal development of the nation’s busie 
ness, and if the black areas truly represent the 
actual course, then the sums of the areas 
above and below the line X-Y must, over 
sufficiently long periods of time, be equal. 


US. Babsonchart Index of the Physical Ve Lume of Bus Average 1923-27 100 
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Current Interpretations 


But in addition to collecting data to deduce 
barometer figures therefrom, some merchants and 
bankers have the monthly figures on each of the 
more important subjects interpreted each month 
for what they signify. 

Such interpretations are made in accordance with 
the rules given in Chapters IV, V and VI, and 
show how many subjects signify a “ Continued Im- 
provement,” how many signify “‘No Improve- 
ment ’’ and how many signify ‘No Change.” 
Figures on the majority of the necessary subjects 
can be obtained not oftener than monthly, and 
therefore final totals need be studied in detail but 
once each month. If there has been a normal 
growth or change,— sometimes a favorable showing 
requires an increase or sometimes a decrease,— the 
figures on a given subject are considered as signi- 
fying satisfactory conditions; but if a growth or a 
change is not normal, the figures are considered as 
showing unsatisfactory conditions. In other words, 
satisfactory conditions require a normal change and 
figures of much less than normal or much more than 
normal are considered unsatisfactory. 

The whole industrial organization of the country 
is governed by the law that reaction equals action. 
In a rapidly growing country like America, the 
figures to be normal must increase in proportion to 
the increase in population, intelligence, industry and 
righteousness. Great and sudden increases or 
decreases are distinctly abnormal and are always 
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significant of a coming change: a change for the 
better in time of depression, when present condi- 
tions are very unsatisfactory; or a change for the 
worse during a period of over-expansion when 
present conditions are apparently very satisfactory. 
When a man or a nation is in a normal condition, 
there may be nothing to be anxious about; but 
when a man or a nation overworks or “‘lives too 
high,”’ or in any way becomes strained or careless, 
trouble is sure to follow. 

This same principle is illustrated by interest 
rates.* For instance, when interest rates gradually 
increase and surplus reserves gradually decrease 
after a period of depression, the combination is 
significant of improved present conditions; when 
commercial paper is discounted at very low rates, 
it is certain that the country is not prosperous, 
that many factories are idle and many men out of 
work. As the mills resume operation and as busi- 
ness becomes more active, money rates increase 
and surplus reserves decrease. Then, as money 
rates increase too much, and the surplus reserves 
decrease to very low figures, the change is signifi- 
cant of unsatisfactory future conditions. In other 
words, when money rates are below normal it shows 
business is dull, but may be better; and when 
money rates are above normal, it shows that busi- 
ness is good, but will soon be worse. 

Of course if these data were obtained by each in- 
vestor, merchant or banking house independently, 


it would require a force of clerks to collect, analyze 


* See the very valuable book on this subject by Professor Irving Fi 
of Yale University: The Rate of Interest; The Macmilinn: Covde im 
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and sort the mass of figures; but as the data may 
now be obtained from a central agency, all of the 
drudgery is eliminated. The investor or merchant 
may simply note the barometer figures as they are 
made up each week, thus keeping in constant touch 
with conditions; and by reference to the monthly 
figures once a month, these conditions may then be 
interpreted in accordance with the rules mentioned. 
Moreover, the average banker, merchant or in- 
vestor is satisfied to depend upon the Babsonchart 
Business Index and reports furnished by this 
central agency, simply making a personal detailed 
examination at desired intervals. 

However, no matter what the time and money 
expended in studying fundamental conditions, the 
investigator always finds the subject absorbingly 
interesting, the more so because such studies indi- 
cate what may be expected of the future. 

If, during a period of depression, uncertainty 
and discouragement, the Babsonchart and indi- 
vidual charts show distinctly that the country is 
about to enter a period of over-expansion, investors 
buy stocks, merchants buy goods, and bankers 
extend loans. The result is that, when good busi- 
ness returns, such investors and merchants find 
that they have purchased very much below the 
prevailing prices and obtain many times the profit 
that they otherwise would. 

On the other hand, during a period of great ex- 
pansion and extravagance, when everybody is 
buying goods or securities and there is a general 
increase of indebtedness, if the Babsonchart and 
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the other charts foretell a change for the worse, 
investors sell their securities for cash, merchants 
reduce their merchandise and outstanding credits, 
and bankers reduce loans or place a large part of 
them “on call.” These statistics, therefore, both 
serve as an insurance against loss and also enable 
men to be prepared to take advantage of the very 
low prices which are sure to prevail during the 
formation of an area of depression below the line 
of normal growth. 
POTENTIAL PROFITS IN STOCKS 


To those unfamiliar with the long swings of the 
stock market, it may seem impossible to increase 
one’s principal from $6,000 to over $600,000, more 
than 100 times its original value, during an invest- 
ment lifetime. Statistics show, however, that such 
profits have been possible. As fundamental sta- 
tistics become more complete and more soundly 
interpreted, investors can approach nearer and 
nearer to the profits outlined herein. The follow- 
ing tabulation traces the long Swings of the stock 
market averages. 

That there might be no possibility of bias in 
the selection of stocks, we have confined ourselves 
to the Dow-Jones market averages of 30 industrials* 
and of 20 rails from 1896 to date. We have been 
obliged to carry back these averages ourselves 
to 1893, but have held, in so far as possible, the 
same stocks that Dow-Jones used. 

We have not taken the lowest point for pur- 
chase, nor have we taken the highest point for 


* 20industrials prior to October, 1928, and 12 industrials prior te 
August, 1914. 


Antecedent 
Conditions 


Initial 
Steps to 
Crisis 


COMPARISON OF THE MAIN FEATURES OF NI 


~ 1837 


Second United States Bank refused new 
charter. The Government was practically 
out of debt, and U.S. funds were to be placed 
in many banks. New banks sprang up 
quickly in the hope of getting government 
funds. 347 new banks were chartered be-| 
tween 1830-1836, 249 of these were in the| 
Fast. Established banks over-extended 
j Joans expecting to receive government funds. 
! Debt due to banks increased from $28,000,- 
| 000 in 1830 to $56,000,000 in 1837, From 
1832 to 1837 currency increased from $59,- 
000,000 to $140,000,000. Value of all kinds 
of property rose to fabulous heights. With- 
in 6 years (1880-1837) the value of real| 
estate rose over 150% in New York City, 
Public land sales exceeded the wildest ex-. 
pectations, and the American people felt 
that if there was not money enough here, | 
it could be obtained from Europe. Over 


productive undertakings became the domi- 
nant note in American Society. 


1836 money became extremely tight. | 
Severe financial strain followed Jackson’s| 
“Specie Circular” requiring payments to| 


Jand agents in specie. Excited speculation 


|in early 1837 was followed by slackening | 


and depression; many failures; much unem- | 
ployment. 


Extent of 
Crisis 


Immediate 
Effect 


Duration 
of Crisis 


Legislation 


Crisis due to over extension of credit fa- 
cilities of the nation which in turn was due 


to excessive speculation. | 
| 


Cotton market collapsed in spring of 1837. | 
Commodity prices declined. Money very) 
tight; panic began in March in New Or- | 
leans; worst in New York in May; specie 
payments suspended; high gold premium; | 
over 600 bank failures. | 


From the beginning in March, 18387, the 
panic reached its worst in New York in | 
May, from which time gradual improve- | 
ment took place, Specie payment gradu- | 
ally began in May, 1838. Further revival | 
led to another reaction resulting in a panic. 
of October, 1839, when specie payment was | 
again suspended except in New England 
and New York. The U. S. continued in a 
period of depression until 1843. 


Sub-Treasury Bill passed 1840. Attempt 
to open the Bank of the United States and 


trading, speculation, and investment in un-| 


and banking conditions. 


1857 


Mexican War at home—Crimean War abroad. 
Gold discoveries of 1848-49—production $400,- | 
)0U,000 up to 1856, aiding in preventing panic 
which might have been caused by suspension of | 
United States Bank and other banks. It also 
vontributed to recovery from depression incident | 
to crisis of 1807. United States—a rapidly de- | 
veloping nation, at the same time financially | 
weak as compared with European countries. | 
Large absorption of capital through activity in 
canal and railroad construction, especially in| 
1856, and through great national development 
along many lines. Enormous expansion in busi- 
ness, great prosperity and much extravagance. | 
Proportion of specie to loans and to circulation | 
always small. Large bank deposits prior to 
crisis but steadily increasing and finally excessive | 
loans. Defective currency and unstable banking. 
No machinery by which banks could restrain or 

| check capital expenditures for unwarranted ex- 
pansion of business. 


Banks\ pn 1846, 707; in 1857, 1,415. 
Bank capital in 1846 $196,000,000; in 1857 
Metallic reserves in 


$370,000,000 | 


LT RRR eS brine 35,000,000 59,000,000 
Note circulation in 
LRAT str atietin nee 58,000,000 Me 214,000,000 
Deposits in 1846.... 91,000,000 2 284,445,010 
| Loans in 1843...... 254,000,000 a 684,000,000 
| Circulation per cap- 
ftain: 1840.53 -y..'. 10.91 15.81 
| Excesa merchandise 
| imports for 8 years ss | 
| DIVOr COD BOT: 3 hos ssiaratiarets acs she sharers (steim aye voters 335,210,824 


Excegs gold exports during same period 275,519,564 


1874 


1&4 


American Civil War and Franco-German War. 
The Chicago fire. —Gold output of United States 
for prior 16 years $735,750,000. Railway, indus- 
trial and other construction work all over the 
world on scale previously unknown. Great prog- 
ress in development of our natural resources. 
EKnormoug increase in manufacturing, and agri- 
cultural activity and output, involving colossal 
absorption of capital. Limited business organi- 
zation, much destructive competition and no 
little looseness in business morality. National 
credit high, but monetary system imperfect and 
currency somewhat inflated. National banks 
created chiefly to insure a market for government 
bonds, through bond-secured national bank 
notes. Government became more closely identi- 
fied with the nation’s banking affairs, but no 
means provided enabling banks to check over- 
straining of credit. Steady expansions of loans, 
great prosperity, 4 scale of living and personal 
expenditures never before seen in United States. 


Nations! Banks 
Number in 1873 
Bank capita! in 1873 
Reserves ini 187355 0 ns; oss 


*Ovher Banks 

1,968 

$490, 109,801 
252,178,503 


$42,780,809 


Note circulation. .......«.+0. 338,964,475 174,714 
Deponite in 18785. ccccsaces cc 641,121,775 913,117,643 
Doane 18738. so cscee canoes 925,557,682 514,081,496 
Per capita circulation in 1873. 18.04 


Excess merchandise imports for 
16 prior years 1,204,676,204 
Excess gold exports for 16 prior years..... 687,941,419 
*Incomplete data taken from Report of Comptroller for 
6 


| Stock Exchange securities declined, and mar- 
ket became demoralized. High interest ruled, 
transaction of business became difficult, con- 
traction set in, and being accompanied by bank 
failures, loss of confidence ensued and sudden 
collapse followed. Tl ailure of Ohio Life Insur- 
ance & Trust Co. on August 24, 1857, marked 
beginning of crisis, although panic was post- 
poned till October 13. 


Initiated by excessive development in the 
United States and extended all over the world. 


Runs on banks—hoarding by banks and indi- 
viduals. Banks refuse to redeem notes in specie. 
Bank notes were discounted. Interest rates 
rose to 25 per cent and later to 100 per cent; 
securities were unsalable. Failures of banks, 
commercial and industrial institutions numer- 
ous, and widespread and general business 
stagnation ensued. Railroads temporarily sus- 
pended payments. Commodity prices fell 
from 10 to 35 per cent—even wheat was 
unsalable through unusual harvests abroad. 
Gold imports for the year ended June 30, 1857, 
$6,654,636. Exports of gold and silver, $69,- 
136,922. 


Crisis period between three and four months. 
Recovery on Stock Exchange began when banks 
resumed specie payments in December, 1857. 
Real recovery from depression, which began 
early in 1859—more than two years after the 
panic—was based on the bright agricultural out- 
look, which, however, was somewhat affected: 
by unusually late frosts. 


Congress took no steps to improve currency 


make resumptions generally fails. 1841 
Sub-Treasury scheme annulled. 


High interest rates for preceding two years, 
extremely low reserves, irregularity in security 
prices and panicky conditions on the Stock 
Exchange. 
rities placed on the market, embarrassing insti- 
tutions endeavoring to float them. Crisis on 
United States ushered in by failure on Septem- 
ber 18 of Jay Cooke & Company, followed by 
panic conditions. 


A eS ASN SERRE Us SRE LE 


; Largely due to over development in America 
it began in Germany and became world wide. 


LL 2 


Bank deposits withdrawn; loans unobtainable 
on collateral; much money disappeared from cir- 
culation; legal tender notes at 3% premium; 
gold at 106; bank failures; 9 failures in every 
1,000 commercial houses. $15,000,000 of gold 


imported. Stock Exchange closed for 10 days, 
suspension of payments lasted 40 days. No in- 


dustry remained unaffected. Universal discon- 
tinuance of work, commodities dropped 20%, 
and many were unsalable. Treasury bought 
$13,500,000 government bonds, New York Clear- 
ing House issued $26,565,000 certificates and 
made common fund of associated banks’ legal 
tender notes. 
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Crisis period about three months. 
on Stock Exchange began November 13, 1873. 
Depression period longer than in ’57 and ’93. 
Slight business revival in 1877, marked improve- 
ment in some trades in 1878, real recovery early 
n 1879—year of resumption of specie payments. 
Improvement continued, with interruptions in 
1884 and 1890, until 1893. 


—eeeeeeSeSSSFSSSSSSMMmmsSSFFseF 


Legislation provided a safe but inelastic bonds 
secured currency. 


Recovery 


Hnormous amount of railway secu- | 


Great and renid ansion of the West, and 


enormous railroa u struction Karnings of 
railroads large, on int of bauling their own 
supplies for c. "*truction, the earnings declining 
as the roads approached completion. Parallel 
lines constructed in the endeavor to compete in 
trafic. Large iron production. Tremendous 
inflation of securities by new and by 
ment of large stock dividends. Silver question 
more or less in evidence as a disturbing factor 
Bank clearings enormously The 
Trunk Line Rate War raged among the rail- 
roads; disastrous to earnings. Considerable 
tariff agitation. 
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Increasing 


Nationa! Banke 
Number in 1884... 2,62! 
Bank capital $522,515, ave 
Reserves, 196,40 


Other Banks 
1,404 
$133.854,004 
) lawful money ——— 
reserves: dats 
incomplete 
Note circulation 330,659,805 
Deposits = 979,020 
Doane ssc are 1,269, 8¢ 
Per capita circulation 


1,587 ,379,650 
is 990,837 064 


22 65 


| Excess merchandise exports for 1] prior years. 1,475.364,350 


Excess gold imports for 11 prior years 92,456,148 


The inflated condition of things in 1881 needed 
only some severe shock to throw the country into 
a decline, which event occurred in the assassina- 
tion of President Garfield. The country rallied, 
however, from this disaster, Jay Gould making 
his famous exhibit of securities in 1882 in the vain 
effort to stay the panic. An over-weighted stock 
market was still further shaken by partial crop 
failures and a new tariff. In the beginning of 
1884, Henry Villard failed. This was soon fol- 
lowed by failure of Jas. R. Keene, the Marine 
Bank, the Metropolitan Bank, and the house of 
Grant and Ward. ‘This last failure was dis- 
heartening, as General Grant was the idol of the 
nation. Startling frauds were brought to the 
surface. 


cr a RD NA 


A severe panic convulsed France in 1882, but 
matters did not come to a head in the United 
States until 1884. All Europe felt the effects of 
depression. 


a 


_ Railroad construction declined, Bank Clear- 
ings decreased tremendously, and the customary 
failures were very large. Commodity prices suf- 
fered a severe decline, and the New York Clear- 
ing House, as in the panic of 1873, eame to the 
rescue with an issue of Clearing Houses certi- 
ficates. Stock fell from high values to the lowest 
point of any date since 1879. Manufacturing 
and commercial industries withstood the shock 
fairly well, being on a firm basis. 


Sane nneeeeneeeeeeee 


Crisis was of short duration. The stock market 
was at its lowest point in the fall of 1884, and in- 
creased the next year considerably, the crops 
in that year helping out the situation. Final 
recovery was made during 1886 and plans for 
large undertakings were set forth. By 1887 
prosperity was again in full swing. — 


ane 


_ Various bills for reduction of the tariff defeated 
in Congress, bringing increased confidence to the 
trading public. _The passing of the Interstate 
Commerce Act in 1887 inaugurated the policy 
of railroad control by the government. 
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1907 


lestructive wars. Great 


ievelopment by England 
sueh regions as South 
ea. Many highly specu- 
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al jpitated a crisis 
se Baring failure in 1890. 
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sneentration through or- 
ves of extravagance, but 
veck by fluctuations in 
re abuse of credit which 
ower to control. 


26.30 July Data incom- 
4 3266% Oct; plete 
9,534 


3.070.462.680 | Per capita circulation 


82.297,377,436 


or 20prior years, 1.871,363,691 
OT years.... 7,290,381 


ificates beginning June, 
initiated in England, but 
stors who returned Amer- 
exeess of imports; diffi- 
al redemption fund; gold 
ndless chain”’’; enormous 
ins in West and South. 
ities declined 30 to 50 


raction of loans early in| finally offset 


of Clearing House certi- 
ay and National Cordage 
inning of erisis July 25, 
lwaukee Bank suspen 


se oe a ee 
und in 1890, it extended 


ons, but did not reach the | all over the world. 


ail 
a of runson banks, hoard- 


wloans. Clearing House 


ve amount of $41,490,000. | 


0 honor checks for cash 
paid cash for payroll pur- 
sued for currency at 4 per 


stimulated hoarding to! 


so aided gold importation. 


ember $51,936,111 of gold | imported to January 1, 1908. 


ying received in August 
banks suspended and 1 
ry thousand failed. Con- 
ous Silver Purchase Law. 


s at its lowest July 26.) $41,360,000. 
ts were assured there was | $15,000,000 one-year 3% certificates sold by the 
The acute stage of Government and used for circulation. ; 
days, ended in early Sep- | bank circulation greatly increased prior to and 
ly 1, 1897, general busi- | during crisis, the total outstanding on January 1 


ices. 


Vv. 


} 


or improving the currency 


Silver Purehase Law on mmission whose investigations ultimately resulted 


1914 


lg atin business stagnation followed 
4 93. Great distress of workmen. Second 
Soer war, Chinese-Japanese war, Spanish-Amer- 


ican war and Russian-Japanese Destruc- 


.. > War. 
ot Pe kh rancisco by earthquake and fire in 
906. Fear of free coinage of silver settled at 


polls. 2 Congress protected Treasurv’s gold from 
depletion by “endless chain.” Railroads emerged 
trom receiverships; great railroad sy stems 
further perfected by purchases and mergers; 
greatest pana “apt period country has ever 
known, especially in business organization to 
secure stability, economy in administration, 
efficiency in production and protection from de- 
structive competition. Relations between ¢capi- 
tal and labor adjusted with less friction; distinct 
advance in standards of business morality 
through agitation and public demand for full 
publicity im corporate management. Whole 
period marked by astounding growth in the 
nation’s prosperity, wealth and importance as 4 
world power, but with corresponding develop- 
ment of extravagance, while the demand on) 
capital reached fabulous figures. 


A _National Banks *Other Banks 
Number in 1907.... 6,625 17,508 


Bank capital....... $901,681,681 $807,178,262 
PRREVOR 65% 35's ecu « 1,033,578,142 (20.8%)  aheeal 
plete 


Note circulation.... 687,340,835 
Deposits (individual) 4,176,873,717 
Loans 4,585,337 .095 
32.22 
Excess merchandise exports for 14 prior years, 5,763,661,646 
cess gold importa for 14 prior years...... 198,299,557 
*Investigations by Director of the Mint reduce the esti- 
mate of gold coin July 1, 1907, $135,000,000, ae com- 
pared with previous year. 


8,776,900,000 
6,082.662,903 


Credit conditions among several nations fa- | 
vorable to crisis. A business momentum which | 
the credit resources of the c 
to meet. 
railroads and industrial enterprises. Steady | 
advance in interest rate, and decline in security 
prices. Increase cost of commodities and labor 
business profits. Liquidation in 
| commodities; loss of confidence from several 


ded. | Co. and panic conditions lasting several days. 


3| with the informal Bankers’ Committee, headed 


causes. Crisis inaugurated by runs on banking 
institutions, suspension of Knickerbocker Trust 


Se 

Developed through similar causes coincidently 
Had its first expression in 
the United States. 


banks; many loans called and no money offered 
on New York Stock Exchange for 24 hours. 
Currency premium 33%. $74,461,027 Clear- 
ing House certificates were issued. Freedom 
*rom European indebtedness, premium on money 


| made gold imports increase: over $100,000,000 | 

The Secretary of the Treasury co-operated 
by Mr. Morgan, to relieve situation; offerings 
| of money on the Exchange immediately resumed; 
| Treasury increased deposits in bank at once 
$25,000,000 Panama bonds and 


National 


being nearly $700,000,000. 


Formation of the National Monetary Com- 


| Excess gold exports for 7 prior yeara 


rrr TE 
Almost identical with effects of 1893; runs on | 


‘sau need of American cereals and cotton abroad | 


The greatest event in this vear was the Euro 
pean War. The decline of 1913 quickly de- 
veloped into depression. Several important 
failures occurred in June and July, including the 
Claflin catastrophe. This liquidation, however, | 
seemed to clear the air. There were indications | 
that an improvement in business would come 
with the bountiful fall harvests. ‘This was the | 
situation when on August | the Muropean War 
burst upon the world, bringing panic to finaucial | 
eireles, the closing of exchanges, and stagnation 
of business. As business was well liquidated, no | 
serious national catastrophe occurred, and tmat- 
ters soon began to adjust themselves to the new 
situation. 


The total barometer figures for the year tell of 
the severe depression, though they do not show 
the stagnation which occurred during the latter | 
half of the year. 

Total Bank clearings fell from $170,800,000,- 
000 to $155,000,000,000. Failure liabilities 
were $360,000,000 the heaviest in 22 years. Pig 
iron production dropped to 23,000,000 tons. 


Other Banks 
19,240 
$1,073,881,738 
Data incomplete 


National Banks 
Number in 1914 
Bank capital 
ReESGNVGR << oresnrcninesanis 
Note circulation........ 
Deposits (individual) .... 
Loans. 6,430,069,215 
Per capita circulation. .. 34.53 
Excess merchandise exports for 7 prior years... 


7,525 

$1,058, 192,335 
1,546,182,628 
722,544,719 
6.268,692,430 


ict cists: s/a5 arainte vies 8,858, 288,077 
$3,525,480 
19,810,669 


Although the readjustment in the United 


} ‘ . 
ountry were unable | States was proceeding evenly, the outbreak of 


Enormous money requirements of | ¢ 


he European War brought an immediate crisis. 
Closing of Cotton and the Stock Exchanges as 
| the result of an avalanche of foreign selling. 
Claflin failure. Large shipments of gold to 


'Burope. Unsatisfactory banking situation at 
‘home. High interest rates. Decline in com- 


modity prices. General industrial depression, 

closing of factories and much unemployment. 

| as SERS SR SE CE RTCA TALE EL 
The shock resulting from the sudden outbreak 

of the World War created a financial crisis 

| throughout the world. 


| A 


Issuance of $360,000,000 emergency currency 
through an extension of Aldrich-Vreeland Act. 
| Clearing House Certificates amounting to 
$124,695,000 issued. Formation of $100,000,000 
gold pool. Leading European countries declare 
moratoria. In December, the New York Stock 
Exchange opened and the Federal Reserve Sys- 
tem was put into operation for the first time. 


Crisis lasted about four months. Stocks 
reached a low point on October 24, as measured 
by stock prices on outside market. With open- 
ing of Stock Exchange, a better feeling became 
prevalent. 


12,249,040,000 | y 


in the Federal] Reserve Act. 


Anti-trust legislation dropped. The crisis 
emphasized the need of massing reserves such as 
the Federal Reserve System provided. 


1920 


Che period preceding the crisis in 1920 was | 
taurked by the greatest expansion which has 
ever occurred in the United States. Industrial 
capacity increased 30%. Under the sti’ ulus ol 
exorbitant grain prices and foreign ¢éemand, | 
agricultural production was greatly exp: nded 

Although there was some hesitation th DUS! 


| ness at the close of the World War, as the year 


progressed a post-war boom took place. Specu- 


lation in stocks and commodities reached fever 
pitch. 

A period of reckless extravagance swept Ue | 
country. Automobile factories had orders | 


booked six months ahead. Bradstreet’s index 
rose from 17.2244 to 20.1756. Bank clearings | 
gained 26% over the previous year. 

In spite of the apparent great prosperity, | 
underlying conditions were unsound. ‘The banks 
found themselves in an over-extended position, 
with loans increasing. Money rates were bigh. 
Strikes were numerous. Although business was | 
still showing an increase over the previous years, | 
expressed in dollars, yet in Btn volume there | 
was a distinct slackening. Students of funda- 
mental conditions realized that a storm Was 
ahead and began to prepare for the reaction. 

Nationa! Banke 


Number in 1920........ 
Bank capital. 


Other Banks 
8,030 22,108 
$1,224,166,000 $1,813,019,000 


aie npcocs ste nace. 1,193,947,000 Data incomplete | 
Note circulation........ 688,178,000 
Deposits (individual) 13,705,325,000 23,664,753,000 


Res pe Mae ieie eile 17,071,091,000 


LOANB .. . 12,396,900,0U0 
Per capita circulation. .. 56.79 
Excess merchandise exports for 6 prior 

WOATB ss ost coe tetra eat a tare 


is 7 $15,606,408,502 
Excess gold imports for 6 prior years. ... 


695,389,782 


In 1920 the over-expansion and inflation 
which had extended over a period of five years 
reached its peak and broke. During the first 
months, business continued at high speed. Un- 
satisfactory tsensportation conditions caused 
merchants to duplicate orders which accentuated 
the demand. Large stocks of goods piled up in 
this country and European demand slackened. 
Imports of goods increased heavily. Living 
costs went up until consumers were unable to 
pay the high prices demanded. ‘The inevitable 
working of the law of action and reaction took 
place, starting with a sudden break in com- 
modity prices. 

Bradstreet’s index, which was 20.8690 in eb- 
ruary dropped to 13.6263 in December. Wheat 
dropped from $2.75 to $1.70 and corn from 
$1.70 to $.68 a bushel in the same period. A 
wave of contract cancellation threatened the 
very structure of business morale. 

The position of the farmer was particularly 
unfavorable due to low prices for agricultural 
products. 
a 

The decline originated with a panic in Japan. 
Depression spread to the United States, Great 
Britain, Canada and South America. 

Through operation of the Federal Reserve 
System a much more orderly readjustment took 
place. The System not only made it possible 
for temporarily embarrassed concerns to receive 
help but also afforded interdistrict accommoda- 
tion. 


Business remained below normal for 
about two years. 
Passage of Rural Credits Act and extension of 


life of War Finance Corporation. Change in 
eligibility requirements of Federal Reserve 


System. 


1930 


Great industrial expansion followed the 
drastic readjustment of 1920. The period 
1923-1928 saw the greatest building activity 
the country had known. As the farming 


sections did not share in this expansion, the 
his period are 


records established during t 
mostly industrial and financial. 

Credit was expanded tremendously. De- 
posits to individual accounts In all banks In 
the United States increased from 37 bil- 
lions in 1922 to 58 billions in 1928. Com- 
mercial loans of reporting member banks 
climbed from 7 billions in the second half 
of 1922 to nearly 10 billions near the close 
of 1929. Export trade was greatly stimu- 
lated by foreign loans. Total brokers’ loans 
(Federal Reserve Bank compilation) rose 
from around 1 billion in 1922 to around 7 
billions in September, 1929. Plenty of credit 
made possible a system of installment sell- 
ing which was carried to dangerous propor- 
tions. Low money rates in 1927 became a 
basis for the continuation of rising security 
prices to greatly inflated levels. Many in- 
vestment trusts were organized during this 


period. 

National Banks Other Bauks 
Number in 1929 teestonsh 1,586 17,794 
Bank Capital .. $1,627,3875,000 $2,169,603,000 


Reserves 1,344,951,000 Data incomplete 


Note Circulation ....... 649,452,000 
Deposits (Individuals) 18,821,363,000 $4,316,418,000 
TORTS crccversencnassvereensensene 14,801,130,000 26,696,139,000 
Per Capita Circula- 
EON — cccssnccccscoocensscnernene $2.93 
Excess Mdse. Exports 
for 10 years prior 10,621,107,314 
| Excess Gold Imports 
for 10 years 0+ 1,305,487,258 


The Babsonchart began to decline in Aug., 
1929. The Hatry failure in London during 
September caused uneasiness. Industrial 
and railroad stocks which had reached a 
high point of 285.19 on September 8, 1929, 
declined irregularly unti! October 23, when 
a panic broke loose and the market crashed. 
Sales on October 29 on the New York Ex- 
change reached the 16,400,000 mark and the 
combined average price a low of 190.82. The 
end of 1929 gave evidence that the whole 
world was entering a period of readjustment. 
—— 


The unbalanced international situation 
which showed itself first in the distress of 
some of the one-crop countries of the world 
such as Cuba, Brazil and Australia, together 
with the poor conditions which existed in 
England and Germany, spread to the rest 
of the world until all countries were affected 
in one way or another. 


ee aan 


In order to stop a complete collapse in 
stock prices a bankers’ committee was 
formed to support the market by taking 
over brokers’ loans called by “all others.” 


In November, 1930, President Hoover called 
a conference of important business execu- 
tives to try to effect stabilization in indus- 
try. In spite of these efforts a large amount 
of unemployment very rapidly developed. 
Moreover, people became panicky and un- 
reasoning, which took the place of the 
previous over-confidence. Banks’ which 
were weakened by the tremendous drop in 
all values found themselves faced with runs. 
In 1930 alone, 1,345 banks were suspended. 
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sale, for in the exercise of ordinary judgment it is 
impossible to pick the absolute lows and highs. 
Instead we have assumed purchase at the average 
price of the rail group and of the industria] group 
for the low month of the stock market movement, 
and have sold at the corresponding average prices 
of the high month of each swing. 

We have bought the same number of shares of 
each stock in the average except where there was 
a balance of capital remaining which would enable 
us to purchase one additional share each of all 
the rails, or of all the industrials which make up 
the average. 

In 1893 the purchase of 4 shares each of the rails 
and 5 shares each of the industrials required, with 
commissions, a total of $6,046. Dividends and 
rights while the stocks were held, and interest at 
savings bank rates on these dividends to April, 
1899, totaled $2,065. Upon selling in April, 1899, 
the same stocks (less commissions and taxes) 
brought $11,294, giving a total principal at that 
date of $13,359. Placing this sum on deposit for 
a year, the current savings bank interest brought 
$506, giving a total principal of $13,865 for invest- 
ment at the next low month of the market, in 
June, 1900. 

The table continues the transactions, carrying 
the original $6,000 to over $600,000. 

We emphasize that the following table repre- 
sents the goal or objective of the long-pull plan. 
As statistics become more complete and analysis 
more accurate, potential profits will be more fully 
realized. 
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POTENTIAL PROFITS IN COMMODITIES 


A knowledge of fundamental statistics is as 
important to merchants and manufacturers as to 
bankers and investors. This does not refer to the 
short-swing trader dabbling in the commodity 
exchanges or to the company engrossed with inven- 
tory speculation. Rather it means that the long 
swings of commodity prices offer almost as great 
possibilities of gain or loss as the stock 
market. 

Capital invested in commodities should not de- 
pend upon chance for its development. To the 
business man interested wholly or in part in the 
price movement of crops, manufactures, raw 
material or merchandise, figures on underlying 
conditions, controlling demand and supply are 
essential. 

The tabulation below should be examined care- 
fully. The commodities used in this problem 
include: Iron, wheat, corn, cotton, sugar, wool, 
coffee, rubber, pork, copper. Remember that 
such figures measure not only potential profits, 
but inversely the potential losses thru ignoring 
fundamental conditions and price movements. 
Not only to business men but to investors, 
commodity price trends are extremely im- 
portant. 

In the figures below we did not include storage 
charges, insurance and other costs; on the other 
hand we did not take actual highs and lows but 
only the average of prices for the whole year. The 
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results represent a capital growth thru commodi- 
ties of 400% in a brief business career. 


POTENTIAL PROFITS IN COMMODITIES 


Original Purchase, 1914 . : : : : $16,535 
First Sale, 1920 : 2 : 35,873 
Second Purchase, 1921 (ie 8x orig. ae S - 35,873 
Second Sale, 1925. ; : ; 50,857 
Third Purchase, 1932 BGs 16 x orig. eae : : 50,857 


Present Value . : : : 83,056 


CHAPTER IV 


WEALTH, NEW BUILDING, CHECK TRANSAC- 
TIONS, FAILURES AND LABOR CONDITIONS 


HEN interpreting subjects from the Graph- 

\\ ic Outlook based upon our statistical 

tables and charts treated in this and the 
two following chapters, one must remember that it 
is first necessary to decide in which of the four peri- 
ods the country is: whether in a period of depres- 
sion, a period of improvement, a period of over- 
expansion, or a period of decline. This is due to 
the fact that the same change in the figures of a 
given subject usually signifies different results 
under different periods; for example, during a 
period of depression an increase in Bank Clearings 
is a favorable sign, but during a period of over-ex- 
pansion a great increase is a dangerous sign. This 
problem, however, is readily solved by reference to 
the Babsonchart. 

After deciding in what period we are, each set of 
subjects must be interpreted in accordance with 
certain rules. Usually with each given subject 
a decrease signifies one thing, an increase signifies 
another, while no change signifies a third. There- 
fore, the figures on each subject should be examined 
independently to ascertain whether the figures show 
a decrease, an increase, or no change. The new 
figure, whatever it is, will then be interpreted ac- 
cording as it shows “‘ more satisfactory conditions,” 
“less satisfactory conditions,” or ‘ uncertainty.” 
After reaching this conclusion, relative to what the 
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figures on the subject under consideration signify, 
a note should be made of the result. 

Each subject can be treated in this manner and a 
conclusion reached. All of these conclusions may 
then be summarized and count taken of how many 
subjects signify an improvement, how many signify 
a decline and how many signify something else. 
All of these are then averaged, though a greater 
‘“‘ weight ”’ may be given to one subject than to an- 
other; and a conclusion reached as to the duration 
of the present period and the nature of the next 
change. 

In short, the study of Fundamental Statistics 
consists simply of (1) obtaining the latest figures 
on each subject, noting their trend; (2) comparing 
both the figures and the trend with normal figures 
and normal trends for said subject; and (3) deduc- 
ing one final conclusion as to whether the figures 
and their general trend are becoming more or less 
normal, considering the areas of the Babsonchart 
and the Law of Equal Reaction. 

In this study, although theoretically the proper 
method is to consider each subject independently, 
yet the only safe method is to consider what they, 
as a whole, indicate. This can best be seen by a 
study of the Babsonchart. Therefore, although 
the directions given in these three chapters are very 
valuable for use as a check upon what the Babson- 
chart indicates, yet no independent subject should 
be allowed to overshadow what the Babsonchart 
indicates, viz.: the Babsonchart always shows at a 
glance in what minor period we are and what 
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period may next be expected; and gives an approxi- 
mate idea of how long it will probably be before 
this next period of depression or over-expansion 
will be upon us. 

Therefore, in all cases, the ‘‘ area consumed,” as 
shown by the Babsonchart, must also be carefully 
considered. 

Let us now turn directly to a study of such sub- 
jects as relate especially to mercantile conditions. 


WEALTH, BUILDING AND REAL ESTATE 
OPERATIONS 

“Wealth,” according to the late Theodore E. 
Burton, “comprises all things which are alike useful, 
limited in supply, and transferable. All wealth is 
produced from or created by land, labor or capital. 
Land includes every form of nature in earth, seas 
or air, together with the natural forces which may 
be set at work. It is the source of our so-called 
‘raw materials.’ Labor includes physical strength 
and exertion, and the mental qualities which 
furnish them with method and ingenuity. 

“Capital, technically defined, is wealth withheld 
from immediate consumption for the purpose of 
producing wealth in the future. It includes food, 
clothing and fuel for support of those engaged in 
production of wealth, necessary seed for planting, 
raw materials for the finished products of manu- 
factures or, if we look at the subject from the 
standpoint of the employer or capitalist, money for 
wages and the purchase of supplies. These may 
be included in the term ‘ circulating capital.’ There 
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is also fixed capital, which includes tools, machines, 
factories, buildings occupied or used by those en- 
gaged in productive employment, improvements 
upon land, likewise ships and railways with all their 
equipment. Nations are rich or poor not in pro- 
portion to the amount of land or natural resources 
which they have, but in accordance as they have an 
abundance or lack of capital.’ 

The above describes what is technically known as 
“wealth.” A concrete example of what constitutes 
wealth may be found in the following tables. The 
figures are made up by the Bureau of the Census, 
Washington, and as reported for the census years, 
are carefully compiled records of actual values as 
appraised under the general terms, real and personal 
property. The 1932 estimate of U. S. wealth 
is not yet available in itemized form. How- 
ever, the National Industrial Conference Board, 
using the census estimate as a basis, has computed 
the national wealth in 1929 as $362 billion, and 
in 1932 as $247 billion. This sharp drop was due 
primarily to the fall in prices rather than any 
proportionate change in the volume of physical 


assets. 
ESTIMATED WEALTH OF THE UNITED 


STATES 
(000 omitted) 
1904 1912 1922 

Real property taxed.... $55,510,228 $96,923,406 $155,908,625 
Real property exempt.. 6,831,245 12,313,520 20,505,819 
lve: stoCKsaram mcr cisie 4,073,792 6,238,389 5,807,104 
Farm implements and 

TM AGHINCMY2Fe ta coer teete 844,990 1,368,225 2,604,638 


Gold and silver coin and 
pullioneyacmiere colons 1,998,603 2,616,643 4,278,155 
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1904 1912 1922 

Manufacturing machin- 

ery, tools, etc........ $3,297,754 $6,091,451 $15,783,260 
Railroads and their 

equipments......... 11,244,752 16,148,533 19,950,800 
Motor vehicles fan ace ecues Clee en eee 4,567,407 
a. Street railways, etc. (itemized) 
Street railways........ 2,219,966 4,596,563 4,877,636 
Telegraph systems..... 227,400 223,253 203,896 
Telephone systems..... 585,840 1,081,433 1,745,774 
Pullman and private 

GATSis a cusicieecnereoere 123,000 123,363 545,415 
Pipe lines 5.0.2 see ee eee 500,000 
Shipping and canals.... 846,490 1,491,117 2,951,484 
Irrigation and canals ..  —............. 360:865)9 6 a eee 
Privately owned water 

WOPKSi a. cress tae 275,000 290,000 360,885 
Privately owned electric 

light and power sta~ 

tODS. cece tection 562,851 2,098,613 4,229,357 

Totalitva.t2 ern evecnet 4,840,547 10,265,207 15,414,447 
b. All other property (itemized) 
Agricultural products . . 1,899,380 5,240,020 5,465,796 
Manufacturing products 7,409,292 14,693,862 28,422,848 
Imported merchandise.. 495,544 826,632 1,548,666 
Mining products....... 408,067 815,552 730,296 
Clothing and personal 

ormamentsy.e. oes 2,500,000 4,295,009 
Furniture, carriages, etc. 5,750,000 8,463,216 39,816,001 

A Gtalariwe se teen 18,462,282 34,334,291 75,983,607 
Grand total ..... 107,104,212 187,300,000 320,803,862 


Though the census figures are the only statistics 
which give the actual value of property in the 
country, since a complete statement is made only 
once in ten years, the needs of fundamental statis- 
tics lead to the adoption of certain other reports 
which may be expected to serve as barometers of 
the conditions termed wealth by our first propo- 
sition. 

Building statistics, including road and munic- 
ipal construction, give us the most interesting 
figures on this subject. Because a new house costs 
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$10,000, all land on the same street improves and 
the valuation of the whole city is some thousands 
of dollars greater at the next census. A factory 
erected on the same street might reduce the real 
estate value as residence property, but might so 
benefit the city as a whole as to greatly increase its 
entire wealth. 

The difficulty of obtaining accurate reports of 
building has been an obstacle heretofore in the way 
of systematic study of the subject. The laws of 
cities and states are so different, that the returns 
from building permits alone are not always reliable 
as a basis. But from the field of the contractor an- 
other set of figuresis to be had. The best of these 
have been developed by the F. W. Dodge Corp., of 
New York. The business of such firms is to make a 
thorough canvass of the principal fields of construc- 
tion activity in order to furnish accurate informa- 
tion of business openings for contractors and 
supply firms of all kinds. Reports gathered by 
this very thorough system have been published 
from time to time for many years; but have only 
recently been segregated and tabulated. These 
reports cover the new work, both in private and 
- municipal building and railroad construction. 
The values given are conservative and the result 
of careful inquiry by trained observers. 

Fire losses, as‘reported monthly, include all fires, 
and show the total destruction of timber, rolling 
stock of railroads, wharfage and shipping, as well as 
buildings of all kinds. As in the case of construc- 
tion or building statistics, the amounts given in 


92 BUSINESS BAROMETERS 


these fire loss tables cannot be compared directly 
with the census figures on wealth. Sometimes the 
insurance loss is given, sometimes the assessed val- 
uation, sometimes an estimate, as in buildings and 
contents under appraisal. The direct loss by forest 
fires is hard to determine exactly, while the indirect 
losses, so well known to the students of forestry, 
cannot be calculated for use at frequent intervals. 
The monthly record which is obtainable, however, 
is a valuable indicator of conditions likely to con- 
tribute to the improvement or decline of business 
and should, for that reason, be watched. Condi- 
tions of poverty following fires, or general improve- 
ment as a result of new construction, are both 
necessary and valuable barometers of business and 
show where to increase or decrease investment in 
land, labor and capital. 

Another factor of importance, and bearing a 
relation to the second group of subjects we are 
considering, is the real estate business. To under- 
stand rightly the financial condition of this country, 
we should know the history of real estate booms 
and watch for increased rents either of land or 
buildings. During the hard times of 1907-8 and 
1930-33, many of the leading manufacturers re- 
duced their rents fifty per cent, some more and 
some less. By such means, they hoped to keep 
their employees on hand for renewed production. 
Such action was an attempt to meet the wage- 
earner half way. Some chains of stores went 
into bankruptcy, as a result of long high rent 
leases, or to cancel such leases. Raises are usually 
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seen in times of improvement and especially 
towards the culmination of a period of expansion 
when rising wage-scales attract the attention of 
the house owner who raises his rents, and reaps 
his harvest, at the same time when commodity 
prices and security markets are rising. A study 
of the statistics will show that real estate values 
are very good business barometers. New land 
developed, irrigation systems introduced, and a 
variety of similar factors may seem to be the 
causes of booms here and there; but none of these 
enterprises can be carried on without the active 
investment of capital under sound fundamental 
conditions. 

So, for the purposes of fundamental statistics, 
beside the official figures on wealth, there should be 
included these three subjects: (1) new building, 
(2) fire losses and (3) real estate values. These 
subjects give us a gauge of conditions more fre- 
quently than once in ten years. 

As the business man is much more interested in 
the relation of wealth to prosperity than in any 
definitions, it is interesting to note history and 
ascertain how the wealth of the country has affected 
conditions in the past. Let us, for example, study 
the relation of ‘‘ Miles of New Railroad ” to general 
conditions, using these construction figures as 
illustrative of ‘‘ New Building.’’* The first great 
crisis which this country experienced was in 1837; 
it was preceded by six years of great activity. The 


* This is done because it has beenZimpossible to obtain good records 
strictly for ‘* New Building ’’ previous to 1902. 
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railroad mileage of the country had grown from 
23 miles in 1830 to 1500 miles in 1837. Simultane- 
ously with this growth in railroad mileage, new 
towns had been founded, new factories had been 
opened, desert lands had become taxable, farm 
property and the wealth of the country had rapidly 
increased. If the reader will turn to the records 
of this time, he will find that there was a greater 
increase of wealth between 1832 and 1837 than 
during any previous ten years of our history. A 
great number and variety of new enterprises were 
started, the bank deposits were large and there was 
great interest in trading, shipping, manufacturing 
and real estate. In fact, this great increase in real 
estate speculation resulted in a similar increase in 
the assessed valuation of both city and country 
property. 

The second great crisis came in 1857, and was 
likewise preceded by a period of great increase 
in new construction. Immediately following the 
panic in 1837 there was a period of great depression 
and, although conditions improved in 1844 and 
1845, there was no great advance until the discovery 
of gold in 1849. By 1852, California was actually 
sending millions of dollars worth of gold to New 
York. Shipping received a tremendous impetus 
both on account of the trade with California and 
on account of the Crimean War in 1854 and 1855. 
There was also a great increase in railroad mileage, 
which advanced from only 5600 miles in 1847 to 
24,500 miles in 1857. In other words, in 1830 there 
were but 23 miles of railroad and in 1837, the year 
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of the panic, this had been increased to 1500 miles. 
During the ten years between 1837 and 1847, only 
about 4000 miles of new track were constructed, yet 
in the ten years from 1847 to 1857 about 20,000 
miles were constructed. When studying such fig- 
ures it appears very easy to have prophesied a 
panic for 1857. With the building of these 20,000 
miles, thousands of new towns were settled, millions 
of acres of hitherto untaxed land became taxable 
as farm land, and a vast number of manufacturing 
and other enterprises were started. The result 
was another great increase in wealth equalled only 
by the increase which preceded the panic of 1837. 
As a still further result, came the panic of 1857, 
causing bankruptcies, suicides, and widespread 
destitution. 

The third great crisis came in 1873. Like its 
predecessors, it had many causes among which, 
beyond a doubt, was the great increase in new 
building construction and new miles of railroad. 
The Civil War had been accompanied by great 
destruction of property and a consequent reduction 
in wealth. This was due partly to deterioration 
of values and the depreciation of the currency; but 
largely to the fact that the attention of the people 
had been turned away from productive industry. 
Ploughshares had been turned into swords with 
the accompanying decrease in production. When 
the Civil War was over, both the South and the 
North again gave their attention to agriculture, 
manufacturing and commerce, with the result of 
an unprecedented rebound. During the early six- 
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ties, taxable property decreased; during the early 
seventies it rapidly increased. 

If later panics (that is, the panics of 1884, 1893, 
1903, 1907, 1921 and 1930) are studied, the same 
law will be found to hold true. Furthermore, by 
inverse reasoning from these same figures it will be 
found that years of over-expansion may likewise be 
anticipated. 

Another set of building statistics have recently 
become available through the efforts of F. W. 
Dodge Corporation. These are figures of contracts 
awarded for each of the eleven main classes of 
building, as follows: Business buildings; Educa- 
tional; Hospitals and Institutions; Industrial; 
Military and Naval; Public buildings; Public 
Works and Utilities; Religious and Memorial; 
Residential; Social and Recreational; Miscellane- 
ous. By studying these figures it is possible to 
judge what class of building is running above or 
below normal. 

BANK CLEARINGS AND CHECK TRANSACTIONS 

Bank clearings are divided into two main classes: 

(a) Total Bank Clearings and Check Trans- 
actions of the United States. 

(b) Bank Clearings and Check Transactions of 
the United States excluding New York City. 

In every large city, and many small ones having 
more than two banks, there is an institution known 
as a “clearing house.” Each day at some given 
hour, the representatives of all the banks in the city 
or town meet at one of the banks to exchange checks 
drawn on one another and such a bank thus serves 
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as a temporary “clearing house.” To illustrate: 
If customers of the Gloucester National Bank de- 
posit during the day $20,000 in checks drawn on 
the Gloucester Safe Deposit and Trust Company 
and customers of the Trust Company deposit checks 
to the amount of $15,000 drawn on the Gloucester 
National Bank, instead of the Gloucester National 
sending a messenger to collect the $20,000 from the 
Trust Company and the Trust Company sending a 
messenger to collect the $15,000 from the Glouces- 
ter National, representatives of both banks meet 
and exchange checks and the Trust Company gives 
the Gloucester National a check for $5,000 to bal- 
ance the account. This process of settlement is not 
of great importance in a city having only two or 
three banks, but the average importance increases 
rapidly as the number of banks increases. In large 
cities such as New York, Chicago, Philadelphia and 
Boston, the “ clearing house ”’ occupies a separate 
building and has regularly salaried employees.* 
Up to August 15, 1916, the clearing houses above 
mentioned conducted the entire clearing business of 
the country. On that date, however, the Federal 
reserve banks assumed the functions of clearing 
houses and extended the existing clearing facilities 
to many outlying districts, which up to that time 
had not been served by the clearing houses. Under 
the new plan each of the twelve Federal reserve 


* For further particulars as to the details of clearings and the business 
of clearing houses refer to Jas. G. Cannon’s most complete book on the 
subject, entitled ‘* Clearing Houses,” and also to ‘‘ The Principles of Money 
and Banking’’ by Conant. For a very simple and condensed statement, 
refer to pages 80-86, inclusive, of ‘* Money and Investments ’’ by Mont- 
gomery Rollins. The changes in the clearing system brought about by 
the Federal Reserve law should also be considered. 
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banks handles checks for all the banks in their 
respective districts which agree to remit to them 
at par. This includes checks on all national banks 
throughout the country, and checks on a large num- 
ber of state banks and trust companies. Eventu- 
ally the Federal reserve banks expect to be able to 
collect checks on practically all the commercial 
banks throughout the country. Therefore, by 
taking the reports of the Federal reserve banks, 
together with those of the clearing house associa- 
tions, we have a much more comprehensive record 
of bank clearings than formerly. Of course some 
allowance must be made for this change when 
comparing current figures for bank clearings with 
those previous to August, 1916. 

As to-day, practically all payments are made by 
check and all business is carried on through the 
banks, the volume of money handled by the banks 
by check increases or decreases in constant ratio 
with the general volume of business of the country, 
provided that the prices of the commodities and securt- 
ties traded in remain constant. Therefore, as the 
banks pass their business through the clearing 
houses, a report on bank clearings is a very good 
barometer of present business conditions. 

Some people make the mistake of assuming that 
by studying clearing house statistics solely one can 
easily forecast business conditions. A study of 
these statistics 7s an aid in forecasting conditions, 
both along lines above mentioned and in connection 
with Prof. Irving Fisher’s ‘‘ Equation of Ex- 
change’’*; but taken by themselves they are of 


* See Professor Fisher’s book ‘‘ The Purchasing Power of Money.” 
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little value. On the other hand, some critics do not 
care “to know about present conditions, but de- 
sire only to forecast future conditions.” This 
point of view is also illogical, as a knowledge of 
present conditions is a necessary step toward fore- 
casting future conditions. 

Were it not for the systematic reports received on 
bank clearings, our knowledge of business would be 
less complete. By a study of these clearings, as 
they are reported each week, one is in immediate 
touch with existing conditions throughout the 
country and is also able to study the ‘velocity 
of circulation,” which, as it increases, is a form of 
credit inflation. In making use of these statistics 
two methods are used: 

1. The bank clearings are plotted for each week 
for a number of past years with a horizontal scale 
for weeks and a vertical scale of billions. With 
one-half inch to a week this makes a plot about 
thirty inches long. It is customary to have each 
year under the preceding year, a thing easily done, 
as each plot is of the same length, although the 
angle of fluctuations is not constant. This gives 
comparative plots for several complete years, 
directly under which appears a plot for the present 
year up to the receipt of the last report on bank 
clearings. This not only gives the merchant a 
bird’s-eye view of the situation for the present 
year, but also an idea of what may be expected at 
different periods during the year. During some 
periods of the year, poor figures on bank clearings 
are not, in reality, as unsatisfactory as if they had 
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occurred at other seasons. The principal use of 
this plot, however, is to study the fluctuations of 
the last portion of the plotted line for the current 
year. In other words, the business man notes 
whether the variations of the last few months 
plotted for the current year is upward or downward, 
and also how said variations compare with similar 
months of previous years, or in other words, with 
normal figures. If the plots for these previous 
years can be combined into one plot for an assumed 
normal year for purposes of comparison, the work 
is greatly simplified. This may seem to be a simple 
method of procedure, but when fully comprehended 
and carefully studied, it will be found to furnish not 
only a bird’s-eye view of present conditions, but, in 
conjunction with a study of other subjects, the best 
possible idea of whether general business is becom- 
ing better, worse, or simply holding its own. 

2. The other plan is more mathematical and more 
readily operated. Instead of plotting the figures 
for a series of years, merchants simply tabulate the 
totals as shown in columns 3 and 4 of insert at 
end of Chapter VII. 

Column 8 is for the bank clearings of the entire 
United States, and column 4 is for the United States 
with the exception of New York City. (In practice, 
these figures are subdivided into months and only 
the past eight or ten years are studied.) As asecond 
step, the merchant notes from the monthly tables 
the actual figures received for the current year to 
date and estimates the probable clearings for the 
remainder of the year. This may be illustrated 
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somewhat as follows: The merchant notes what 
proportion the clearings for January, February and 
March have heretofore borne to the clearings of the 
entire year. (A novice might think it was simply 
necessary to multiply the clearings of three months 
by four in order to have an estimate for the entire 
year, but such a method is not correct, since it does 
not provide for the seasonal changes before alluded 
to.) By making a study of the relation that these 
three months bear to the entire year for several 
years back, it is possible to make a very good esti- 
mate for the entire current year even if only three 
months are reported. Having made this estimate, 
one compares it with the total figures for previous 
years and forms an opinion as to the probable busi- 
ness conditions for the current year. If the study 
is dropped at this point, these figures would be of 
no value, but the merchant revises this estimate 
each month, as new figures are received, and also 
notices whether the revised figures are increasing or 
decreasing. In other words, by this second method, 
the one universally recommended, the merchant 
studies the statistics to note whether each suc- 
ceeding estimate is an increase or a decrease Over 
the previous estimate. If the new estimate is an 
increase, this shows that business conditions are 
improving as marked by an upward line on the plot. 
If the new estimate is a decrease, it shows that 
business is decreasing, as marked by a downward 
line on the plot. If the new estimate is practically 
the same as the last one, this indicates that there 
may be no change either for the better or for the 
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worse, as marked by a horizontal line on the plot. 

The remaining point to be considered on the sub- 
ject of bank clearings is the reason for separating 
the subject into the two main classes as per the 
preceding tables. The reason for this subdivision 
is as follows: The clearings of New York alone are 
nearly one-half of those of the entire country. 
If these clearings were simply a result of commer- 
cial business transactions, that is, the transactions 
of merchants, manufacturers and business men, 
there would be no reason why the New York clear- 
ings should not always be included with the 
clearings of other cities. The facts of the case, 
however, show that an exceedingly large percentage 
of New York clearings is affected by the transac- 
tions of bankers or is intimately related to the 
stock exchange transactions. This may be clearly 
shown by plotting two lines, one for the transac- 
tions of the New York Stock Exchange and the 
other for the bank clearings of New York. These 
lines, although very “ zig-zag,” are almost parallel 
to each other, and when one rises the other follows, 
and vice versa. For this reason, during dull times 
on the stock exchange, bank clearings of the United 
States including New York may show a decrease, 
even though general business throughout the coun- 
try is increasing, while during a very active period 
on the New York Stock Exchange, the bank clear- 
ings of the entire United States including New 
York, may show an increase, even though general 
business throughout the country is decreasing. 

For this reason, in order to judge correctly the 
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general business of merchants and manufacturers 
throughout the country, it is best to consider the 
bank clearings of the United States excluding New 
York City. If the figures for the United States 
with the exception of New York City have been 
properly studied and a conclusion drawn, it is also 
well then to note the figures for the entire country, 
including New York City. If the figures for New 
York City confirm the conclusion arrived at when 
not including New York City, then the result may 
be considered absolutely correct. The most suc- 
cessful merchants tabulate, each month, the sum of 
the figures for New York and those excluding New 
York, after first multiplying the latter by 4 or 6, as 
suggested by Prof. Irving Fisher of Yale University. 

Note 1. There are two exceptions which may be 
taken to using bank clearings as an index. One 
is the fact that, as banks consolidate, the ratio is 
improperly changed. This is not true of check 
transactions. The other is that bank clearings are 
increased by the increased cost of commodities and 
securities, as well as by the increased volume of 
trade. 

The other objection, that an increase in clearings 
does not necessarily mean an increase in the volume 
of business, is a valid criticism. It is, therefore, 
well always to note the change in the Commodity 
Price Index, which index shows how much allow- 
ance should be made when studying bank clear- 
ings. 

Moreover, as a check on one’s conclusion, it is 
well to note the railroad tonnage and car loadings 
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figures, as the latter are wholly dependent upon the 
volume of business, and are independent of rates or 
prices. 

Note 2. It is pointed out also that clearings re- 
ported by one city may be reported also by another 
city. For example, the business of a branch house 
may be reported in the clearings of the city in which 
it is located and again as part of the business cleared 
by the main office in the home city. Just what the 
percentage of duplication is, it is impossible to 
determine, but it is probably small compared with 
the total clearings of the country. 

From data compiled by the Federal Reserve 
authorities, it is possible to get a record of total 
check transactions which is even more compre- 
hensive than bank clearings. 


BUSINESS FAILURES 


Every great crisis has been made known to the 
public by one or more large failures, sometimes 
accompanied by the exposure of dishonest methods, 
sometimes by political or national calamity; more 
often by the failure of some bank or number of 
banks in endeavoring to finance industries or new 
corporate undertakings. So failures,—that is 
large, single failures,— stand as signals of sharp 
crises, and the beginning of depression. They may 
be followed by other large failures and many small 
ones, so quickly that the total both in the number 
of failures and in liabilities for the panic year is 
swelled, as in 1893, far above the limits of other 
years just preceding and following it; or the failure 
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record may move slowly and may require more 
than a year for any great change. Failure statis- 
tics, therefore, are of use principally in determining 
the probable length of a period of depression as 
shown by the following figures. Note that after a 
crisis in no case has over-expansion returned until 
failure statistics have again become normal. 


FAILURE STATISTICS FOR THE UNITED STATES 


Table I 
Compiled from R. G. Dun & Co. figures. 
Liabilities 
Number Average per firm in Per cent 
Year Failures Liabilities Liabilities business failing 


1857 4,932 $291,800,000 $59,200 No report 
1858 4,225 95,700,000 22,600 before 1866 
1859 3,913 64,400,000 16,500 
1860 3,676 79,807,000 21,700 
1861 6,993 207,210,000 29,600 
1862 1,652 23,049,000 14,000 


1863 495 7,900,000 16,000 
1864 520 8,579,000 16,500 

1865 530 17,625,000 33,300 

1866 1,505 53,783,000 35,700 $336. 94 
1867 2,780 96,666,000 34,800 462, 1.33 
1868 2,608 63,694,000 24,400 230.00 94 
1869 2,799 75,054,000 26,800 —-212.00 .79 
1870 3,546 88,242,000 24,900 207. 83 
1871 2,915 85,252,000 29,200 178.00 61 
1872 4,069 121,056,000 29,800 229, Ti 
1873 5,183 228,500,000 44,100 410. 93 
1874 5,830 155,239,000 — 26,600 258. 97 


1875 ~—- 7,740 201,060,333 25,960 339.78 1.21 
1876 =. 9,092 191,117,786 21,020 805.15 1.33 
1877 ~— 8, 872 190,669,936 21,491 302.60 1.36 
1878 10,478 234,383,132 22,369 259.49 1.55 
1881 5,582 81,155,932 14,530 108.65 stil 
1882 6,738 101,547,564 15,070 129.94 83 
1883 9,184 172,874,172 18,823 210.23 1.06 
1884 10,968 226,343,427 20,632 261.94 1.21 
1885 10,637 124,220,321 11,678 137.28 1.16 
1886 =: 9,834 114,644,119 11,651 124.60 1.01 
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Liabilities 
Year Number Average per firmin Per cent 
Failures Liabilities Liabilities business failing 


1893 15,242  $346,779,889 $22,751 $290.65 1.28 
1894 13,885 172,992,856 12,458 155.25 1.25 
1895 13,197 173,196,060 13,124 145.06 1.09 
1896 15,088 226,096,834 14,992 _ 190.57 1.31 


1900 10,774 138,495,673 12,854 119.63 92 
1901 11,002 113,092,376 10,279 94.63 90 
1902 11,615 117,476,769 10,114 94.85 93 
1903 12,069 155,444,185 12,879 122.33 94 
1904 12,199 144,202,311 11,820 111.33 92 
1905 11,520 102,676,172 8,193 78.75 85 
1906 10,682 119,201,515 11,159 86.52 oid 
1907 = 11,725 197,385,225 16,834 139.75 82 
1908 15,690 222,315,684 14,169 153.58 1.08 
1909 12,924 154,603,465 11,964 104.01 80 
1910 12,652 201,757,097 15,947 133.16 80 
1911 13,441 191,061,665 14,215 125.28 81 
1912 15,452 203,117,391 13,145 129.85 98 
1913 16,037 272,672,288 17,003 168.68 99 


1914 18,280 357,908,859 19,579 216.19 1.10 
1915 22,156 302,286,148 13,644 180.49 1.32 


1916 16,993 196,212,256 11,547 114.90 99 
1917 13,855 182,441,371 13,168 105.26 80 
1918 9,982 163,019,979 16,331 95.44 58 
1919 6,451 113,291,237 17,561 66.21 38 
1920 = 8, 881 295,121,805 33,231 151.20 49 


1921 19,652 627,401,883 31,926 325.53 1.02 
1922 23,676 623,896,251 26,351 314.61  —«-1.19 
1923 18,718 539,400,000 28,817 270.24 94 
1924 20,615 543,200,000 26,350 265.32 1.01 
1925 21,214 443,744,000 20,918 21018 1.05 
1926 21,773 409,232,000 18,795 189.59 «1.01 
1927 23,146 520,104,000 22,448 239.00 1.07 
1928 23,842 489,559,624 20,533 221.76 1.08 
1929 22,909 483,250,196 21,094 21938 ‘1.04 
1930 26,355 668,283,842 25,357 306.82 1.21 
1931 28,285 736,309,102 26,032 346.45 1 
1932.°31,822 928,312,517 20,172 © 44706 7. 
1933 20,307 502,830,584 24,761 247.96 1. 
1934 11,724 230,198,000 19,635 1 
1935 11,510 183,013,000 —_15,900 a 
1936 9,145 147,426,000 —«16, 121 1.00 


For example, note in the above table the year 
1857, both in number and liabilities. Note that 
the crisis is indicated in the amount of liabilities, 
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for while in 1858 the number of failures is still 
large, there is a reduction of liabilities amounting 
to more than 67 per cent. The next three years 
show depression by a relatively large number of 
failures; but they are of lessening average amount 
of liabilities. That statistics of failures may indi- 
cate not only the length but the general character 
of a depression is proved particularly well from the 
course they take from the crisis year of 1873 to the 
height of the depression in 1878, and for a shorter 
period from 1893 to the culminating year of 1896. 
From the preceding table it is also evident that, 
while the average of liabilities per failure is less, the 
number of failures is often larger toward the end of a 
depression than during the crisis year. 

From this table also we have another view of 
the usefulness of failure statistics during those 
years in which the percentage of failures to the 
total number of firms in business is available. 

Thus we find that up to 1878 the possibility of 
loss, that is the ratios of “‘ liabilities ” to the “ num- 
ber of firms actually in business,’”’ was large or in- 
creasing from year to year, as was also the case 
from. 1893 to 1896; while, on the other hand, the 
effects of the crisis of 1903 gave place very quickly 
to prosperous conditions, surpassing any known in 
thirty years previous. Furthermore, from the 
‘ver cent of failures ” to the firms in business we 
find, that such figures as 11,002 for the failures, in 
1901 and 10,478 for 1878 mark two degrees of de- 
pression more widely different than they would 
seem at first glance, and that the high number of 
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11,725 of 1907, or even 15,690 in 1908, indicate con- 
ditions much less severe than does the 7,740 of 1875. 
The 1931-32 figures confirm the severe depression 
in every respect. Note the sharp contrast of the 
1934 and 1935 recovery period! 

But as the study of the past, however interesting 
as pure history, is here to be regarded only asa 
means of understanding the significance of current 
changes, the points above mentioned are of value 
only in connection with the present day figures. 

Statistics of the year are available in different 
forms. Divided into months, as is the customary 
way for merchants to compile them, there is mean- 
ing to be found in the year’s record on lines similar 
to those used in the annual tables. The following 
table for liabilities, expressed in millions, serves as 
illustrations: The “ number” omitted from these 
tables will be found on the Statistical Supplement* 
from 1914 on as will also the percent of failures to 
firms in business. For an additional table, the 
‘percent to the firms in business’’ is recommended. 


FAILURE LIABILITIES, IN MILLIONS 
Table II 


Month 1906 1907 1908 1909 1910 1911 1912 


Jan. $11.952 $13.628 $27.099 $14.008 $32.015 $24.090 $19.770 
Feb. 10.859 10.283 27.064 16.734 27.435 17.086 21.477 
Mar. 10.949 8.163 21.542 13.718 13.628 18.474 21.763 
Apr. 8.059 11.082 20.316 16.825 17.752 16.924 16.874 
May 12.992 9.965 13.643 14.383 9.590 13.469 15.277 
June 7.850 16.445 14.708 12.607 11.817 13.652 12.847 
July 6.919 12.334 14.222 9.527 13.790 12.150 16.098 
Aug. 8.821 15.197 23.782 9.620 12.442 11.116 16.153 
Sept. 6.255 18.935 17.298 8.446 15.933 11.900 13.280 
Oct. 10.553 27.414 15.898 12.529 18.977 19.270 15.762 
Nov. 11.980 17.637 12.599 9.812 11.324 15.266 15.646 
Dec. 12.006 36.296 14.139 14.625 17.039 17.659 18.164 


* The above figures are by Dun Co. 
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Month 1913 1914 1915 1916 1917 1918 1919 


Jan.  $22.972 .$39.374 $49.641 $25.863 $18.283 $19.279 $10.736 
Feb. 28.141 22.354 32.405 18.744 16.618 12.829 11.489 
Mar. 25.718 21.493 23.658 16.885 17.406 17.672 13.595 
Apr. 18.445 20.549 43.518 18.383 12.587 14.271 11.450 

ay 16.863 23.447 21.053 19.466 11.772 13.135 11.957 
June 20.767 57.881 18.313 11.929 18.055 10.607 9.483 
July 20.325 20.377 18.935 11.647 17.240 9.789 5,507 
Aug. 20.848 43.468 17.734 20.129 18.085 7.985 5.932 
Sept. 22.662 23.018 16.208 11.569 11.903 17.407 8.791 
Oct. 20.245 29.702 25.522 10.775 12.812 13.980 6.872 
Nov. 24.199 25.489 15.694 14.105 13.635 13.815 9.177 
Dec. 31.480 30.899 19.605 16.745 14.044 12.249 8.300 


Month 1920 1921 1922 1923 1924 1925 1926 


Jan. $7.240 $52.137 $73.796 $49.210 $51.273 $54.354 $43.651 
Feb. 9.763 60.853 72.608 40.628 35.942 40.123 © 34.176 
Mar. 12.699 67.409 71.608 48.393 97.651 34.005 30.623 
Apr. 13.224 38.568 73.059 51.492 48.904 37.189 38.487 

ay 10.826 57.066 44.403 41.022 36.591 37.027 33.543 
June 32.991 34.639 38.242 28.678 34.099 36.701 29.408 
July 21.906 42.774 40.010 35.721 36.813 34.505 29.680 
Aug. 28.377 42.904 40.230 34.335 55.154 37.159 28.130 
Sept. 29.554 37.021 36.908 28.699 34.296 30.687 29.990 
Oct. 38.915 53.059 34.647 79.302 36.099 29.544 33.231 
Noy. 30.758 53.470 40.265 50.292 31.124 35.922 32.694 
Dec. 58.872 87.502 58.069 51.615 45.279 36.528 45.620 


Month 1927 1928 1929 1930 1931 1932 1933 


Jan. $51.290 $47.634 $53.877 $61.185 $94.610 $96.860 $79.101 
Feb. 46.941 45.070 34.035 51.326 59.610 84.900 65.576 
Mar. 59.891 54.814 36.355 56.846 60.387 93.760 48.500 
Apr. 53.156 37.985 35.269 49.059 50.868 101.069 651.098 
May 37.785 36.116 41.215 55.541 53.371 83.764 47.972 
June 34.465 29.827 31.374 63.130 51.656 76.931 35.345 
July 43.150 29.586 32.425 39.826 60.998 87.190 27.481 
Aug. 39.196 58.202 33.746 49.180 53.025 77.031 42.776 
Sept. 32.786 33.956 34.124 46.947 47.256 56.128 21.847 
Oct. 36.236 34.990 31.313 56.296 70.660 52.870 30.582 
Novy. 36.146 40.601 52.045 55.260 60.660 53.621 25.353 
Dec. 51.062 40.744 67.465 83.683 73.213 64.189 27.200 


Month 1934 1935 1936 


Jan. $32.905 $14.603 $18.104 
Feb. 19.445 15.217 14.089 
Mar. 27.228 15.361 16.271 
Apr. 25.787 16.529 14.157 
May 22.561 14.339 15.375 
June [23.868 12.918 9.177 
July 19.326 16.523 9.903 
Aug. 18.460 13.266 8.271 
Sept. 16.440 17.002 9.819 
Oct. 19.968 17.185 8.441 
Nov. 18.350 14.384 11.531 
Dec. 19.911 15.686 12,288 
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This table gives examples of what may serve as 
types of years. Thus, 1903 had what was called 
“the rich man’s panic,” beginning with the stock 
market in the summer of that year and continuing 
into the next as shown very clearly by the table. 
The presence of business trouble is first indicated 
in July of 1903, when the amount of liabilities is 
very much increased; and this increase and this 
ratio remain practically unbroken for ten months. 
Normal years, also, such as 1905 and 1906, show 
heaviest liabilities between October and March, 
any increase between these points coming just 
before or just after the fiscal year. 

While Table II is not in itself sufficient, the 
points just raised show the practical value of such 
figures. Even without knowing anything of the 
exact causes, a man with these figures at his hand 
could not have failed to think a little when, in the 
report for June, 1907, liabilities ran over 100% 
higher than in 1906 and nearly as much higher than 
1905. As the new figures were received each 
month, and liabilities for the month of September 
reached an aggregate of nearly $19,000,000 com- 
pared with $8,039,947 for the same number of 
failures in September, 1905, the change inratio told 
something as to the approach of bad times. The 
statistics for 1929 did not foreshadow the calamity 
ahead; but the decreases in the winter of 1932-33 
indicated revival. 

The following table, compiled by Bradstreet’s, 
gives an analysis of failures from the depres- 
sion year of 1907 to the depression year of 1931. 
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For example, a large percentage of failures is 
due to lack of capital, and if figures show that 
this cause is increasing year by year, it means 


PERCENTAGE OF FAILURES AND LIABILITIES CLASSIFIED 
AS TO CAUSE— UNITED STATES (PER CENT) 


‘ Number Liabilities 
Failures due to 1907 


1906 1905 1904 | 1907 1906 1905 1904 
Incompetence...... 22.6 22.8 24.4 23:1 8.0) 15.5) 26m ser 
Imexperience...... 29° 4:9 -4°8 5.1 CT ee PROR | OWI OES 
Lack of capital..... 37.1 35.9 33.4 32.2] 18.4 30.9 33.0 31.8 
Unwise credits..... 228 2.6 13.5 93:4 Sal) 2510 (459-48 
Failures of others.. 1.4 2.0 2.2 2.5 320 S18) 64, oem see 
Extravagance...... OUGA O21 8 5 9 “182 Be 
INezieopo es cscs ane PED a OEO! asl. (Ow Os el ee) 
Competition....... a2 Le On Pl 6 rl 28 4 4 O10 
Specific conditions.. 16.3 17.3 16.3 19.1 | 51.7 17.9 15.5 22.7 
Speculation....... aa .8 aif .8 459° 3°56 %%..7 oes 
BPRUG oases once e 1054573060) 9227 (856 Dal 6.2 8.2 One 
Number Liabilities 
Failures due to 1911 1910 1909 1908] 1911 1910 1909 1908 
Incompetence.,... 27-0 26.6 24.2 21.6 | 23.5 21:53 20.9) 16:0 
Inexperience....... 4.1 4.4 4.9 4.0 Zoe 9! 82 Cees 
Lack of capital..... 31.4 33.9 34.5 34.2 | 28.3 27.9 28.6 27.2 
Unwise credits..... 2 OPA) 120 20 Dana Oy Moec mond, 
Failures of others... 1.3 1.0 1.2 1.8 4,223.1 ~ 5:9) 97550 
Extravagance...... 9 4 OpeLnO 1.2 10 anS 9 
Neglect. 22 3ccsen oe Ae eae «amc A US 1.3 Ae ee | 8 
Competition. . So AT ae ee We 4°58 129° MINAS Le7, 
Specific conditions.. 16.9 14.4 15.3 18.9 200. 2171, 20827 oles: 
Speculation...... 3 wa BLO tae eC) 2.4. (Vink Wh 4 aay, 
BPAUGG «510 <iais,sinveles 1036" 1152 10°58" 11,5 8.9 12.1 8.4 6.9 
Number Liabilities 
Failures due to 1915 1914 1913 19121 1915 1914 1913 1912 
Incompetence...... 29.9 28.0 28.6 30.2 | 17.3 at 4 18.4 26.8 
Inexperience....... 5:4 5:6 (5.1.4.6 2.4 1.9 2.0) (3.0 
Lack of capital..... 27.5 29.4 29.2 29.7] 28.4 31.6 24.9 33.5 
Unwise credits..... 2-4. 2.) 62562 12.0 3.9 3.2 16:05 9256 
Failures of others.. 1.0 1.8 1.9 1.3 9.2 16.7 11.4 ' 4.9 
Extravagance...... .6 9 .8 iG .6 .6 .6 9 
INevlectan.men ees LO 202. 62.0) 220. Tem S40 oT LO 
Competition....... ate ese IPE L 5 i hats) laa leh 19 elas 
Specific conditions.. 18.9 16.4 15.3 16.5 | 24.7 19.8 14.0 13.8 
Speculation....... 4 ef) a \eab 8 QO BS. Oe “ak mone 
ie lA TN an Seo 6258 Oo Omedlde le 10.3 120% 721% “StAs TESER 
Number Liabilities 
Failures due to 1916 1917 1918 1919 | 1916 1917 1918 1919 
Incompetence...... . 35.5) -36.5: 382212158 25:78) 26.9" 92256 
Inexperience....... : 6.85 6.% (516 44 52 4.7 4.8 
Lack of capital Z 10 Ole9) aoe cOso yi ol.0) 82.0 380.85 2an5 
Unwise credits..... 29° EO 4128 “L453 26) A Sin 1S ese 
Failures of others. . -Oig 10 10) FeLi, 4:6 5.9 So.cmeroes 
Extravagance.. -6 6 a eal 16 6 6 2 
Neglect...... Bo ee oP ae alee? 1.0 8 9 8 
Competition....... AL 2g aol el ede 2.5 2a 8 8 
Specific conditions.. 13.4 9 11.9 11.38] 19.3 14.2 19.8 20.5 
Speculation....... 4 4 4 Af 3:91, Libs Wess 
Birend ei ners orele eaves s Clive Dag 2o.8y 720 7.4 9.9 9.2 14.3 
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Number Liabilities 
Failures due to 1920 1921 1922 1923, 1920 1921 1922 1923 
Incompetence..... 32:5: 3250 34.2 33.7 | 13:8 22:2, 21.6 20.0 
Inexperience....... 636) 75% AT al 3:3 {98 929) 6257 
Lack of capital.... 32.3 29.3 30.8 34.2] 26.6 21.9 24.4 31.8 
Unwise credits..... 2G, TIS PISS 330 3.90 Sade e- 5 
Failures of others... 1.2 1.1 1.2 1.5 78) 4187) 2504-6 
Extravagance...... tes 4 ahi ilies eS .3 36+ 1.5 
Neglect 2 sen. «c pS} BIEN Blah alee 5 (4 7130 5 
Competition....... 1.3 9. Ld 1.4 -3 ore ae Lay aif 
Specific conditions.. 14.4 23.2 20.9 16.3 | 45.5 42.1 37.0 26.6 
Speculation....... 6 3 .3 .3 1.9 3 Ii 1S a Zt 
Fraudisniaeine ciccerelels TOP And Vode too 3:8. 3:1.” 6.5 ~5:9 

Number Liabilities 
Failures due to 1924 1925 1926 1927 | 1924 1925 1926 1927 
Incompetence..... 34.4 36.9 33.9 34.5] 30.0 27.7 18.9 20.4 
Inexperience....... 4.00 24.0) ©5271" 522 1,5; 9158) 9374 "b'2 
Lack of capital.... 33.3 33.0 32.7 34.9 | 25.5 28.8 29.7 32.9 
Unwise credits..... 5 ea 1.3 i Lae 1.4 3.1 3.0 2.6 4.4 
Failures of others... 1.5 1.3 sy 1.3 8.3 4.9" 2219 4-0 
Extravagance.. 1.60 Fi 9 kes: 5 Alf ome ie! at 4 
Neglect....... Poa ey es 1.3 1.5 ater 4 6 1S 4 
Competition....... 19 2.0 ~2.6 2.4 2:2 Bore ar 6 
Specific conditions.. 15.9 14.8 15.8 14.8] 26.7 26.1 32.9 25.9 
Speculation....... no) 2 4 .3 1.5 39 h Lbne sk 
Braud criccectene Syew Seer aciseh Bae Sola. 4525 we 3.7 

Number Liabilities 
Failures due to 1928 1929 1930 1931 1928 1929 19380 1931 
Incompetence..... 31.4 31.4 26.3 21.7 18.9) 9182 tose iors 
Inexperience....... 4.8 4.9 5.3 4.8 2.3) (2.2) 2.25 
Lack of capital.... 35:8 37.2 31.6 31.5 | 34.4 33.1 14.9 15.0 
Unwise credits..... 1-35 62) vor Lad Lise iOm ace 9 
Failures of others.. 1.3 1.5 3.4 2.3 320 IS Cos 
Extravagance...... 4 +5 ke 4 At) 4 2 6 
Neglect....... Pi 8 9 a) 5 4 4 -2 2 
Competition. 3.6) (359% (Syo, 253 pe SS jap ASSL 5 
Specific conditions.. 17.7 15.6 22.4 33.9] 31.4 25.1 55.2 52.9 
Speculation....... ar dos le =a) 16) Gle2o aes 8 
rAUC si cicaetecicteves Par ae Ly 9 Ie 8 ee OM sey 9 


In severe depressions, many failures are attributable to the depression 
itself. Note large figures for ‘‘specific conditions.” 


clearly that the beginnings of new enterprises must 
be increasingly well supported, as it grows more 
difficult to add to inadequate capital when money 
rates are high or when competition makes it im- 
perative to expand. The U. S. Department of 
Commerce has issued bulletins analyzing the 
causes of failures in various trades. Those studies 
are more thorough and highly recommended. 

As Bradstreet’s table excludes all losses except 
those strictly commercial (that is, it includes only 


FAILURES 113 


those failures involving loss to creditors of individ- 
ual firms or corporations engaged in legitimate 
mercantile occupations), they cannot be compared, 
figure for figure, with the tables from other sources; 
but believing that the figures due to failure in in- 
surance, real estate, brokerage, etc., do have a 
distinct effect upon general business conditions, the 
analysis of these also should be a part of a study of 
the whole subject. 

Another law recognized by merchants and al- 
ready suggested in this discussion, is that small 
firms do not feel the effect of a panic or depression 
until some time after the effect is felt by the larger 
firms. For this and other reasons, the study of 
this subject is especially valuable as a guide and 
protection to small merchants and storekeepers. 

In conclusion I will repeat that figures on busi- 
ness failures are of greatest value to all in deter- 
mining what the length of the present ‘ period ”’ 
will be, and how soon one’s own business and that 
of others, in which he has greater or less invest- 
ments of capital, may be expected to show a change. 
When the flood begins to subside from its high 
water mark, a study of the rate at which it is sub- 
siding, and a knowledge of the condition of each 
tributary stream assists very much in estimating 
the time when seed may be planted in the rich bot- 
tom land, now under water, or inversely as the case 
may be. We need not carry this figure of speech 
further in order to show that it contains the idea 
upon which merchants rate the study of Business 
Failures as of fundamental importance to their 
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progress. For such study is but a part of a system 
by which they may know exactly the conditions 
upon which the next move should be based, and 
upon the result of which depends the subsequent 
course of the business life of each individual. 


LABOR CONDITIONS 


The general subject of labor conditions is of im- 
portance in diagnosing present business conditions 
and in forecasting changes which may be expected. 
But labor interests involve so many factors and 
include so wide a field of investigation that, with 
the statistics heretofore available, it has been very 
difficult to compile figures that were sufficiently 
complete to tabulate for comparative purposes. 

During the past few years important statistical 
contributions have been made by the United States 
Bureau of Labor Statistics, New York State In- 
dustrial Commission, Wisconsin Industrial Com- 
mission, Massachusetts Bureau of Statistics and 
certain others. Annual statistics of union wage 
scales in certain trades are also available. 

While these records are by no means complete, 
they show what can and eventually will be done to 
secure accurate information on labor conditions. 
The difficulty with all these records today, how- 
ever, is that they extend back over only’ a short 
period of years. They are valuable for determining 
the present trend, but great care must be taken in 
drawing conclusions as to their indications of the 
future. The record of immigrants arriving and de- 
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parting is practically the only available subject 
which has reflected the labor situation during 
earlier years. 

The data furnished by the Department of Labor 
are very important inasmuch as they cover such a 
wide geographical distribution and unlike the 
Massachusetts data include a diversified list of in- 
dustries. This work was started by the United 
States Bureau of Labor Statistics in July, 1915, 
and for recent years, monthly data are available. 

The index includes in its distribution approxi- 
mately six hundred to eight hundred thousand wage 
earners and includes the automobile, iron, steel in- 
dustries, textiles, boot and shoe, tire, chemical, 
clothing and in al] about fifty industries. The 
data show the number on the payroll as well as 
the total amount of the payroll, in a manner simi- 
lar to the index numbers on employment conditions 
used on our Statistical Tables and Charts. Taken 
in conjunction with the New York figures, it is 
now possible to get a survey of employment cover- 
ing almost a million and a half men. 

Further impetus to the gathering of labor sta- 
tistics by the Federal Government was given 
thru the appointment of Miss Frances Perkins as 
Secretary of Labor in the Roosevelt administra- 
tion in March, 1933. As Industrial Commissioner 
in the New York State Department of Labor, 
Secretary Perkins established an enviable record 
and was particularly interested in gathering and 
compiling data affecting employment, wages, hours 
of labor, payrolls, strike, and other vital statistics 
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concerning the human element in industry. Under 
her direction, the State of New York took the 
lead in making available a vast array of data and 
presented it in a timely and valuable way so that 
the figures have been of specific use to business 
men. 

President Roosevelt so valued her services 
while he was Governor of New York that he broke 
a precedent and made her the first woman cabinet 
officer. As soon as she took office as Secretary of 
Labor, she began to expand the work of her de- 
partment and it is already showing results in the 
form of increased and more detailed data on various 
aspects of labor statistics. 

About 1914 we began publishing the reports on 
current strikes which appear in the Strike Chart 
shown on the insert. 

When this record was started it was considered 
not quite good form to publish reports of strikes. 
It was felt that a man’s strikes were his own prop- 
erty and many employers resented newspaper 
publicity on strikes as completely as a man would 
resent publicity about his domestic troubles. 

These, when tabulated over a term of years, give 
a report that possesses high value. By charting 
these strikes, it is possible to show the trend of 
strike activity from year to year; to show the pre- 
war normal level of strikes; to compare the present 
with that level, and to show at any time exactly 
where we are in this matter of labor disturbances. 

The personal element, human temperament and 
so on, enter into strikes to such an extent that we 
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have wide variations from any standard. Still, 
taking a ten-year survey, it is possible to draw 
many valuable conclusions from the strike 
reports. 

The attitude of labor all over the United States 
changes radically as we go from expansion to de- 
pression, or vice versa. When jobs are many and 
men are scarce, labor assumes a more or less arro- 
gant air. By “ more or less,’ we mean that the 
greater the urgency of the labor market, the more 
powerful labor becomes. During the phenomenal 
period of the World War this fact was illustrated to 
the extreme. Never before in the history of the 
United States has labor had such an advantage in 
the market as it had during those years. Four 
million men were withdrawn from the productive 
forces of the country and put into our army and 
navy. Other millions were engaged in supplying 
these forces with sustenance and war material. 
The balance were left with the ordinary production 
work of the country on their hands. Furthermore, 
immigration was suspended and the ever-fresh sup- 
ply of cheap labor was thus cut off. 

In consequence the workers had the advantage 
all on their side. They were for the most part 
loyal and intent on serving their country. But the 
urgency created by mounting living costs, coupled 
with the power that conditions gave them, resulted 
in a nation-wide move on the part of labor to better 
its conditions. 

The outstanding symptom of this development 
is the frequency of strikes. All through the war and 


118 BUSINESS BAROMETERS 


during the period of post-war expansion the strike 
curve was far out of normal. Labor used its eco- 
nomic power and employers were generally unable 
successfully to cope with this power. The majority 
of the strikes were successful. 

It should be noticed that any marked change in 
the number of strikes accompanies a corresponding 
change in the business situation. So long as the 
reported strikes remain above the normal, we know 
that the advantage in the industrial struggle lies 
with the employees. When these conditions re- 
verse, the change will show itself in the reports on 
strikes and wage changes. If we had no other 
data on business conditions it would still be pos- 
sible to make a fairly good picture of fundamental 
business from the strike statistics. 

As a barometer of labor conditions, immigration 
and emigration figures previous to the war were 
extremely good. In peace times the steamship 
lines maintained a balance in the supply of labor 
between the United States and Europe. Labor, 
like water, seeks its own level, when both living 
expenses and wages are considered. Of course, if 
it cost five times as much to live in New York as 
in Italy, the Italian laborer would not come to this 
country for simply five times the wages that he 
received at home, provided the demand for labor 
was the same in each country. Therefore, living 
expenses, as well as wages, must be considered. 
On the other hand, if the Italian could obtain 
wages in New York equal to ten times what he re- 
ceived in Italy, he would board a steamer for the 


LABOR CONDITIONS 119 


United States, even with the expenses in New 
York five times as great as at home. Such high 
wages the Italian could always obtain in America 
in times of over-expansion, and especially in times 
just preceding the culmination of a period of over- 
expansion. 

The important part which immigration played 
as a barometer of labor conditions thruout the 
United States ended with the enactment by Con- 
gress of the immigration restriction law in 1924. 
This eventually served to reduce the flow of immi- 
gration into the United States to a mere trickle. 

There is also another reason why these various 
figures are of interest; namely: because the num- 
ber of aliens entering or leaving the country was 
not only a barometer of business conditions, but it 
was also influential in the trend of such condi- 
tions. When a foreigner entered this country, he 
usually brought a little money, for he knew that 
he would need a place in which to sleep while here 
and must have some food and clothes. On the 
other hand, when leaving the country he took from 
circulation a certain amount of money which was 
almost invariably many times what he brought 
into the country. In addition, he directly reduced 
the income of some landlord and the business of 
some small grocer and dealer in second-hand cloth- 
ing. 


CHAPTER V 


BANKING, FEDERAL RESERVE SYSTEM, 
FOREIGN TRADE, FOREIGN EXCHANGE, GOLD 
AND COMMODITY PRICES 


MONEY IN CIRCULATION 


HIS subject may, at first thought, seem un- 
interesting and of little concern to the mer- 
chant or manufacturer; yet, as a matter of 

fact, the ‘‘ Amount of Money in Circulation ”’ is of 
vital interest not only to the merchant and manu- 
facturer, but also to the humblest store-keeper and 
day laborer. 

The trade of the corner grocery store is regulated 
by the amount of money in circulation in the neigh- 
borhood; and the amount of money in circulation 
in the neighborhood is dependent upon the amount 
circulating in the entire country. As the local 
banks in every small town have deposits in some 
large city such as New York, Chicago or St. Louis, 
money cannot be abundant in one city and scarce 
in another, except for a very short time. The 
banks of the various cities are so related through 
the Federal Reserve System, that money — like 
water — immediately seeks its own level. As a re- 
sult, all parts of the country must prosper or suffer 
in accordance with the amount of money in circu- 
lation. The storekeeper must, therefore, study 
figures of the entire country, and not simply the 
conditions in his own town or in his own neighbor- 
hood. 
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The amount of money in circulation is, in fact, 
of equal importance to the large merchants and 
to the manufacturers. The small retailer who 
buys only what goods he can sell immediately, 
ceases purchasing as soon as his business diminishes. 
This immediately affects the business of the manu- 
facturer, who in turn ceases to purchase from the 
large producers. Since the small manufacturer 
buys new material only as needed for actual manu- 
facture, he ceases to purchase in direct proportion 
as he reduces his help. The great merchants and 
manufacturers do not feel the effect, possibly until 
later; but when the blow does come, they feel it to 
a greater extent than the small dealer. It may be 
plainly seen, therefore, that the amount of money 
in circulation directly affects every one, whether 
laborer, clerk, small storekeeper, merchant, large 
manufacturer or the railroad company which trans- 
ports for all. 


The Terms Defined. 

In the discussion of this subject, two different 
‘“ amounts ” are referred to, viz.: 

1. The gross amount of money per capita, whether 
hoarded or in use. 

2. The net amount of working money in circula- 
tion. 

These two amounts may be defined as follows: 

“The gross amount of money per capita” in- 
cludes all money in the United States whether it is 
in the bank or buried in the ground, at work or idle. 
All money in the safe deposit boxes and in the 
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pockets of individuals is counted in this”,item. 
This amount of money in circulation formerly 
stood at about $35* per capita, based on the esti- 
mated population of the United States. The gross 
amount of money per capita simply represents the 
total of the gold and silver coins and bills and bank 
notes in existence, wherever located in the United 
States. It has been estimated that in order to keep 
this figure in the vicinity of $34 or $35 per capita, 
it is necessary to create or import about $50,000,000 
net in coin and bills each year. 

The “ net amount of working money ”’ means the 
amount in actual use in making payments from 
day to day plus the sum of checks drawn against 
bank deposits. When a farmer deposits in his 
bank, money received from the sale of cotton in 
Liverpool, he increases the gross amount of money 
in circulation but not the net unless the bank loans 
the money out to someone else. When he checks 
this out to an American firm in payment for fer- 
tilizer he increases the net amount of active money 
but not the gross. Should he draw this money out 
and hoard it he does not affect the gross amount of 
money in the country but may indirectly affect the 
net by curtailing the loaning power of the bank. 

But “ the net amount of working money in cir- 
culation ” is affected in another way, namely: by 
the amount of money that each man is carrying in 

* Rose after the World War (November, 1920) to $59.77. Beginning 
July 1, 1922, the form of circulation statement was revised so as to exclude 
all forms of money held by the Federal Reserve banks and Federal Reserve 
agents. This change results in showing a per capita circulation at the 
peak in November, 1920, of $52.36. On May 1, 1923, the circulation was 


ene whereas under the method heretofore used it would have been 
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his pocket. If a man carries eleven dollars in his 
pocket instead of one dollar, he seldom realizes that 
the act is affecting the financial condition of the 
country; but if 15,000,000 working men in the 
United States should do this same thing, it would 
make a difference of $150,000,000 in the net amount 
of working money in circulation, or more than 
$500,000,000 in the banking resources of the United 
States. Thus the net amount of working money in 
circulation represents the amount which is actually 
in the banks or actually at work in commerce and 
industry; it does not include idle money stowed 
away in pocketbooks or safe deposit boxes. 
Experience has shown that the ‘‘ net amount of 
working money in circulation ”’ cannot be forecast 
by figures, but is dependent rather upon sentiment. 
In other words, instead of being dependent upon 
the financial condition, it is dependent rather upon 
the sentiment of the people. This net amount in 
circulation may remain practically constant for 
years until some large failure, scandal or rumor of 
war comes, when the people lose confidence and 
money stops circulating. In such cases, everybody 
holds all he has in his possession and free circulation 
is stopped or retarded. Thus the net amount of 
working money is often independent of the gross 
amount of money in circulation. Should a rumor 
be published in the morning papers that some great 
financial institution is in a critical condition, the 
net amount of money in circulation would immedi- 
ately be affected to a greater extent than would be 
possible through years of legislation; but the gross 


124 BUSINESS BAROMETERS 


amount of money would remain constant. Fur- 
thermore, such rumors, failures or scandals are the 
best warnings of impending contraction of the net 
amount of money in circulation. The study of sta- 
tistics in such instances is of little value. In other 
words, as soon as such a thing happens, the mer- 
chant may be reasonably certain that his trade will 
be diminished, and the effect of his curtailment will 
be felt by the manufacturers, the middlemen and 
the railroads. 

On the other hand, the merchant should be 
equally on the watch for the time when confidence 
will be restored and when the people will decide to 
part with the money they have been hoarding. As 
it is human nature to hoard money in case of 
trouble, it is also human nature to forget this trouble 
quickly. Moreover, people seem unable to withhold 
money from circulation beyond a certain length of 
time; they become uneasy under the loss of inter- 
est, and it finally occurs to them that their money is 
in more danger in their houses than when deposited 
in a bank. Thus periods of financial stringency, 
which were caused by the temporary withdrawal of 
money from circulation, were invariably followed 
by a great increase in the net amount of working 
money. Nevertheless, the business of the merchant 
does not increase directly in proportion to the increase 
of the net amount of working money. While business 
falls off as soon as the working money decreases, the 
reverse is not true. 

When mills are closed and people are out of 
employment, they acquire frugal habits, and after 
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the mills again start, they do not at once begin to 
spend; but they deposit their savings in a bank. 
The fact remains, nevertheless, that after these 
periods of fright, money becomes very plentiful 
with the banks and interest rates becoming corre- 
spondingly low, with a slow but gradual increase 
in business. As the efficiency of money depends 
upon its rapidity of circulation, a contraction in the 
net amount of working money always causes a de- 
crease in general business which requires some time 
to return to a normal state. 

In the case of the “gross amount of money per 
capita,” entirely different laws prevail. To quote 
from the late Theodore E. Burton’s admirable book 
entitled “Crises and Depressions” :—“ Paradoxical 
as it may seem, the starting point for crises and de- 
pressions may be found in abundance rather than in 
scarcity, whether in money or in capital.” Here 
he refers to the “ total gross amount of money per 
capita’’ or the figures which are studied under 
fundamental statistics. The best statistics avail- 
able may be obtained from tables prepared each 
month by the U.S. Government. In general, these 
figures usually show a continued increase up to a 
certain point, at which time a panic or a depression 
comes over the country. This is due to the fact 
that panics and depressions are so often caused by 
over-prosperity. Therefore, this gross amount of 
money per capita 1s a good barometer of prosperity. 
If the gross amount of money in circulation, as 
reported by the government, shows a steady in- 
crease per capita for several years and the country 
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is prosperous — mills running overtime, labor in 
great demand, and everybody happy and con- 
tented —then the merchant and manufacturer 
should be on the watch for a turn in the tide. In 
other words, too large an amount of money per 
capita is sure to be followed by a period of disaster. 


REPORTS OF THE COMPTROLLER OF THE 
CURRENCY 

Each national bank is required to make three re- 
ports a year to the Comptroller of the Currency. 
The reports are verified under oath by the president 
and cashier and are attested by at least three di- 
rectors of each bank. They give in detail the re- 
sources and liabilities of all national banks at a 
date specified by the Comptroller, and always 
previous to the date of the call. Each report must 
be mailed to the Comptroller within five days after 
the request is made for it. Such reports are the 
basis of a most useful examination of the banking 
situation, as they include not only figures from all 
national banks but also annual supplementary 
figures relative to other banks. 

These figures should be studied both independ- 
ently and in their relation to one another. In 
other words, the “ ratios’ should be studied and 
compared. ‘This is one of the principal features of 
these reports as used in connection with the study 
of “‘ Fundamental Statistics.” They will be found 
more fully explained under the headings of ‘‘Loans,”’ 
“* Reserves,”’ etc. 
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LOANS OF THE BANKS 


In analyzing reports of the Comptroller of the 
Currency, four distinct lines of investigation are 
followed, namely: 


(a) The ratio of bank “‘ Loans ” to bank “ Re- 
sources.” 

(b) The ratio of bank ‘Loans and Invest- 
ments ” to bank ‘ Resources.” 

(c) The ratio of “‘ Reserves” of the banks to 
the ‘‘ Deposits.” 

(d) The ratio of the “ Reserves ” of the banks 
to the ‘‘ Resources.” 


These four distinct subjects should be studied in- 
dependently before making any deduction or fore- 
casting business conditions. It is also instructive 
to study the relation of loans to deposits. Then 
(a) should be compared with (b), and (c) with (d). 
In order to save time and space, the first two are 
here treated together, and the second two are 
treated together under another heading. 

Bank Loans: Bank loans include notes, dis- 
counts, overdrafts, and all other forms of so-called 
liquid assets. Banks when first organized were ex- 
pected to serve two purposes: they were to receive 
money on deposit and they were to loan it to de- 
positors, with the understanding that all deposits 
could be withdrawn and all loans called for payment 
at any time. The most ideal conditions are to be 
found where banks still keep most closely to the 
standard above laid down. All of the assets of a 
bank other than cash on hand, etc., should consist 
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of loans that can be liquidated within six months. 
Therefore the term “‘ Loans and Discounts ” would 
include all notes, etc., which are either payable on 
demand or are payable within six months or a year 
at the utmost. 

Investments: In reality, a bank is loaning money 
to a corporation whether it purchases its fifty-year 
debenture bonds or its six-months’ notes. In either 
case the security is the same and the interest may 
be the same. For an investor, the fifty-year bonds 
if properly secured, are often a more practical 
purchase than the notes; but for a bank the same 
statement cannot be made. Strict adherence to the 
original principle of banking often demands that a 
bank shall refuse to purchase the bonds of a corpo- 
ration of which it may willingly accept the notes. 

Notes when purchased by banks may be listed 
under the head of ‘‘ Loans and Discounts,” but 
bonds so purchased must be listed under the head 
of “Investments.” The national law forbids the 
purchase by national banks of real estate, except as 
a building site, but purchase of real estate mort- 
gages has been encouraged recently by medium 
of the Home Owners’ Loan Corp. and various 
new banking and recovery legislation. Logically 
there seems to be no reason why a national bank 
should be allowed to buy fifty-year bonds and 
forbidden to purchase improved real estate, but 
the fact that the prohibition is made shows that the 
spirit of the law is against all forms of permanent 
investments. Therefore, by such reasoning, all 
stocks, bonds and notes, which do not mature for 
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six months or more, come technically under the 
head of ‘‘ Investments.”’ As there is no law which 
states exactly the difference between ‘‘ Loans ”’ and 
“Investments,” banks differ regarding the defini- 
tion, many banks placing under the head of loans, 
even such short term notes as do not mature for 
two or three years. 

Resources: The ‘‘ Resources ” of a bank are the 
same as the resources of any individual or nation. 
They include the notes, discounts, loans, stocks, 
bonds, real estate and other property which the 
bank holds. When a bank makes an appraisal of 
its total assets, figured on a conservative basis, the 
resulting figure represents the “‘ Resources.’”’? The 
greater the proportion of ‘‘ Loans ”’ to ‘‘ Resources,” 
the less normal are banking conditions. 

We think that the above definitions in them- 

selves are sufficient to convince the reader of the 
truth of the following statement: 
(1) The banking situation of the country becomes 
more critical as the proportion of loans to resources 
increases, and improves as the proportion of loans to 
resources decreases. 

If all national banks confined themselves to loans 
and discounts, and made no permanent invest- 
ments, excepting to the extent of their capital, it 
would be a very easy matter to judge the conditions 
in accordance with the above rule. As, however, 
practically all banks place a large amount of funds 
in more permanent investments, that item must 
be independently analyzed and the above rule must 
be supplemented by the following: 
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(2) With a given ratio of loans to resources, condi- 
tions become more critical as the proportion of invest- 
ments to resources increases, and conditions improve 
as the proportion of investments to resources decreases. 

In other words, provided a constant relation ex- 
ists between the funds loaned and the total re- 
sources, the general banking situation is strength- 
ened whenever a bank disposes of long term bonds 
and reinvests the money in high grade commercial 
paper; conversely the general banking situation is 
weakened whenever a bank purchases long term 
bonds with money received from deposits or from 
the payment of high grade commercial paper. 
Therefore, anyone studying these conditions should 
note two things: 

(1) Whether the proportion of ‘“ Loans” to 
‘‘ Resources ”’ is increasing, decreasing, or remaining 
fixed. 

(2) Whether the proportion of ‘‘ Investments ” 
to ‘“ Resources” is increasing, decreasing, or re- 
maining fixed. 

Although the most careful students consider these 
terms separately, we think it is generally safe to 
combine the two ideas in the one general rule, as 
follows: 

As the ratio of “Loans and Investments”’ to ‘‘Ag- 
gregate Resources’’ increases, the banking situation 
becomes more critical; and as the ratio of the two 
combined items to ‘‘ Aggregate Resources’ decreases, 
the banking situation improves. 

The accompanying table shows the record of the 
national, state and private banks and trust com- 
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panies of the United States which have reported to 
the Comptroller since 1865. A study of these 
figures, with the other subjects, would have made 
it possible to forecast nearly every period of depres- 
sion and every period of over-expansion which this 
country has experienced since the Civil War. 
These figures cannot be expected to foretell the ex- 
act time when crises or panics will occur, owing to 
sudden catastrophes, but they forecast the large 
swings. They clearly show when conditions are be- 
coming abnormal and expansion is going too far. 
These figures date back only to the Civil War, as 
the system of national banks was not established 
until 1863. Consequently, this is the only period 
which gives satisfactory data to form a basis forany 
theory regarding the relation of banking conditions 
to general business, and conversely, the effect of 
business conditions upon banking conditions. The 
latter clause is added because, although strained 
banking conditions cause a recession in general 
business, it has always been found true that great 
activity in business has caused strained banking 
conditions. 

Therefore, when business has been very active 
and the country very prosperous, bankers may 
surely anticipate strained and critical banking con- 
ditions. Conversely when strained banking condi- 
tions have existed for a certain period, business men 
may be sure of a reaction. ‘The figures show that 
after a period during which there was a more or less 
noticeably rapid increase in the ratio of ‘‘ Loans and: 
Investments ” to “‘ Resources,”’ there followed in- 
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variably a period of depression until the ratio was 
reduced to a normal point. From 1887 to 1897 the 
‘Loans and Discounts ’”’ increased only 43% and 
the ‘Investments’? 73% against an increase in 
aggregate resources of 50%. This was a normal 
and healthy increase and all observers were sure 
that the country was preparing for a period of 
marked expansion, but between 1897 and 1907 the 
‘Toans and Discounts ’”’ increased 155% and the 
‘“‘ Investments ”’ 153% against the increase in “ Re- 
sources”? of 151%. It was due to these figures that 
the bankers and investors who carefully study all 
fundamental statistics were sure that the country 
was entering a period of decline. Such figures 
showed a period of depression to be absolutely nec- 
essary in order to give the banks an opportunity 
to recuperate and again enjoy healthy and normal 
conditions. These figures are still more dangerous 
when it is considered that during the period be- 
tween 1887 and 1897 the aggregate ‘‘ Resources ” 
showed an increase of 50%, even though the market 
value of securities was not increasing. 

During the ten years between 1897 and 1907, the 
increase in aggregate “‘ Resources ”’ was largely due 
to the inflated prices and the growing market value 
of securities held, and possibly not much to larger 
numbers of investments. These changes have 
been irregular rather than constant and have 
caused varying conditions of strength and weakness 
in the banking situation; the growth of loans and 
investments was much more rapid than the Bab- 
sonchart Index of the Physical Volume of Business. 
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The above figures would appear somewhat different 
if figures of all private banking houses, such as J.P. 
Morgan & Co., Kuhn, Loeb & Co., and others were 
included, but nevertheless they are sufficient. 

Referring to earlier years, we see that in 1873 the 
ratio of ‘“‘ Loans” to ‘‘ Resources ”’ first exceeded 
50% and in fact reached a ratio of 52.71%. Conse- 
quently, a panic occurred in that year. The ratio 
of ‘‘ Loans ” to “‘ Resources ”’ continued to increase 
to 54.13% and 54.55% in 1874 and 1875 respec- 
tively, and the prolonged depression was probably 
due to this continued increase. Moreover, this 
item remained practically unchanged until 1876 
when the liquidation was completed. ‘‘ Loans and 
Discounts,” which in 1873 were $1,439,900,000, 
after reaching $1,748,100,000 in 1875, were reduced 
in 1879 to $1,507,400,000. This condition of the 
banks enabled them to loan money at low rates of 
interest and again accommodate legitimate enter- 
prises. Consequently, business increased marvel- 
ously from 1879 to 1883. 

During this period, however, loans had again 
rapidly advanced,— as is shown by the table,— and 
remained practically fixed between 1883 and 1885. 
During this period, that is in 1884, a sharp panic 
occurred which might readily have been antici- 
pated. Although distress was felt in every part of 
the United States, it lasted only a short time in 
comparison with that of 1873. The banks were 
able to reduce their ratio of ‘‘ Loans and Invest- 
ments ” to “ Resources ” so quickly that the ratio 
which stood at 77.96% in 1884 was reduced to 
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72.83% in 1885. Consequently, business became 
again more active, mills resumed operation and 
railroad earnings began to increase. 

In 1886, the new period of over-expansion, with 
advancing prices, was in full swing. This move- 
ment continued without any marked change until 
the early nineties when “ Loans” reached a very 
high proportion, 60.57%. Large crops in this 
country, with small crops abroad, helped to post- 
pone trouble for a time, but a depression came in 
1893 when the ratio of ‘‘ Loans” to “ Resources ”’ 
was even higher than in 1890, namely 60.74%. All 
business men and investors who were then studying 
these figures were absolutely sure that a panic 
would ensue. 

Another disturbance came in 1903 which, al- 
though short, was certainly severe. Railroad earn- 
ings decreased, mills shut down, many men were 
thrown out of employment and money rates were 
very high. Again the western farmer came to the 
rescue of the country, and owing to bountiful crops 
and other reasons, mills again started and business 
improved. This continued until 1907. During 
these years, however, there was no real improve- 
ment in the banking situation except for a short 
time. In 1904, money was very cheap, but only 
temporarily. Banking conditions became worse 
and worse so that students of the situation were 
sure that the improvement from 1904 to 1906 
would be followed by a depression in 1907 when 
the banks might again have an opportunity to 
recuperate. This recuperation was completed in 


BANK LOANS 135 


1908, and very soon banking conditions were again 
normal. In 1920, 1925, 1928 and 1929 the infla- 
tion of debt and bank credit went from bad to 
worse. 

The great value of these data to the investor is 
self-evident. When the ratio of ‘ Loans and In- 
vestments ”’ to “‘ Resources”’ is abnormally high, 
the country is abounding in a false prosperity and 
securities are selling at high prices, the wise investor 
sells his securities and places his money on deposit 
in strong banks. On the other hand, when the 
ratio of ‘‘ Loans and Investments” to “ Re- 
sources ’’* is low, and when, although business is 
dull and mills are not running, his general knowl- 
edge of the situation shows that fundamental con- 
ditions are sound, the investor will withdraw his 
money from the banks, purchase high grade stocks 
and bonds and hold them until business again 
becomes active. 

While in the previous table we have given aggre- 
gate figures for all banks, in order to show general 
banking conditions, such figures are also of service 
relative to the condition of two or more banks. A 
depositor should select a bank whose ratio of 
‘“‘ Loans ”’ to ‘‘ Resources ” is comparatively small 
and should especially avoid banks with large 
‘Investment ”’ accounts,— so large as to show a 
policy not in agreement with sound management. 

A very small figure for ‘ Loans” is not a good 
sign, neither is a very large figure. The former 


* Some prefer to substitute ‘* Deposits ”’ in place of “* Resources,” and in 
that way check their conclusions, as the ‘‘ Loans”’ should not much exceed 
, 


the “ Deposits.’ 
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signifies stagnation, the latter over-extension. It is 
important that the figure be normal, and that tt bear 
a proper relation to the figure for “Deposits, — 
thus giving a sound, safe amount for “Reserve.” 
See also the discussion of the Federal Reserve law, 
page 153. 


SURPLUS RESERVES OF THE BANKS 


The figure for ‘“ Surplus Reserve ”’ often indi- 
cates: 
(a) The Price of Money. 
(b) The Supply of Money. 


The price is determined by the relation of the 
supply and the demand; that is, when more persons 
wish to borrow than to loan, interest rates advance; 
and when a larger number wish to loan than to 
borrow, the supply is greater than the demand and 
interest rates decline. For this reason, money 
rates are usually high during the periods of business 
activity and low during periods of depression. The 
price of money, however, is not as important a 
factor as the supply. In other words, provided the 
merchant can obtain the money when needed and 
in sufficient quantities, an abnormal interest rate is 
less harmful in its effects than the inability to get 
money at all. 

A variation in the rates for borrowed money has 
a more direct effect upon the market for stocks and 
bonds than upon the market for merchandise. 
When the speculator can borrow money at three or 
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four percent to purchase securities paying five or 
six percent, the temptation is to borrow and make 
the purchases, thus increasing the demand and con- 
sequently the market price for the securities. 
Under such circumstances, there is a profit on the 
“interest account,” even though there is no in- 
crease in the value of the investments. On the 
other hand, this increased incentive to purchase 
does not exist when money commands six or seven 
percent and securities are selling on a four or five 
percent basis, for then the “interest account ”’ 
shows a loss. Those who have securities upon 
which they are borrowing money are tempted to 
sell them in order to stop the loss in interest. Con- 
sequently, the supply of securities exceeds the de- 
mand and the price declines. 

As previously stated, this question of “‘ interest 
rates’ is entirely secondary to the question of 
“supply.” It is not interest rates that cause the 
merchant to fail or the speculator to sacrifice his 
stocks, but rather his inability to renew his loans on 
any terms whatever. Many great periods of de- 
clining prices have been solely due to this cause, 
namely, a lack of supply of money, and the specu- 
lator is not the only one to feel the effect of such 
times. The weekly statement of reporting member 
banks, used in connection with the Federal Reserve 
bank statement, Comptroller’s Reports and Foreign 
Money Rates, forms the best barometer of the sup- 
ply of money. Previous to the Federal Reserve 
system the statement of the New York Clearing 
House Banks was the best barometer. 
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As to the current price of money, this may be 
definitely determined each day by referring to the 
money articles on the financial page of most daily 
papers. The figures under what is known as “‘ call 
rates ” or “ call money ” denote the rates which the 
stock exchange houses and bond dealers are re- 
quired to pay for money on loans which may be 
called any day and on which the rates may change 
from day to day. Sometimes this figure is more 
and sometimes less than the figure for “‘ time rates.” 
“Time rates” apply to loans maturing at a fixed 
date, such as six months or a year. When the 
bankers having money to loan think that all rates 
are to strengthen in the near future, then the call 
rate is less than the time rate, and when the bankers 
having money to loan think that all rates are to 
decrease in the immediate future, then call rates 
are higher than the time rates. Some of the 
shrewdest borrowers take time money when the 
bankers are encouraging the people to take call 
money, and vice versa, on the principle that the 
bankers know more about the situation than their 
customers. However, this question of money rates 
is too complicated to present here in detail, espe- 
cially since, as has been stated, the price of money 
can be easily ascertained at any time by referring 
to the daily papers. 

The supply of money is the most vital question 
as, unlike the price, it is not so subject to manipu- 
lation. This supply, as above stated, was formerly 
best indicated by the weekly New York Bank State- 
ment. This was simply a statement of the New 
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York banks and did not include statements from 
any of the other twenty thousand banks in the 
United States, nor the great banking institutions of 
foreign countries. We now have what is in the 
way of becoming a complete weekly bank state- 
ment. It now includes the statements of over 
six hundred of the principal member banks of 
the Federal Reserve System. From this state- 
ment, together with the statement of the twelve 
Federal Reserve Banks, we can note weekly the 
amount of available money and follow closely the 
expansion or contraction of credits, as shown by 
the relation between reserves and deposits, and 
between reserves and loans. 

So long as the “ Surplus Reserve ” decreases, & 
corresponding increase in money rates may be ex- 
pected; but if the ‘Surplus Reserve” increases 
each week, a decrease in money rates may follow. 
Since the demand for stocks often increases as the 
interest rate decreases, money and the stock market 
often strengthen with the publication of what is 
known as a “good bank statement,” namely, a 
bank statement which shows an increase in the 
“ Reserve Item.’”’ On the other hand, as an in- 
crease in money rates often forces a sale of stocks, 
due to the calling of the loans, a “ yoor bank state- 
ment” is often followed by a drop in the market 
prices. When the New York bank statement is 
published on Saturday, the change in interest rates 
cannot come until the following Monday. However 
the trader realizes this and bases his transactions 
onit. The first sellers after a poor bank statement 
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are supposed to obtain the best prices, and the 
first buyers after a very good bank statement are 
supposed to obtain their securities at the lowest 
prices. 


AGGREGATE RESOURCES 


Before the enactment of the Federal Reserve 
Banking Act a large part of the reserves of national 
banks was kept either on deposit in Reserve Cities 
orincash. The banks in reserve cities, in turn kept 
their reserves partly in cash and partly in demand 
deposits in central reserve cities, especially New 
York. Hence the ratio between cash in the banks 
and “ Deposits’? and between cash and “ Re- 
sources’ was of great importance for judging the 
banking situation. 

The surplus cash always tended to gravitate to 
New York where it was employed partly in com- 
mercial loans. But chiefly these funds were loaned ~ 
on stock exchange collateral for financing stock 
speculation. Any financial disturbance or any 
great general demand for money which causes the 
withdrawal of funds by the depositing banks in 
other sections, had a cumulative effect on the cash 
held by the New York banks. Hence the ratio be- 
tween cash and resources and between cash and 
deposits of the New York banks in years past had 
always been an especially good indicator. 

Under the Federal Reserve System, however, the 
banks which are members of the system now have 
to carry all of their legal reserves with the Federal 
Reserve Bank in their respective districts. To 
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some extent country banks still deposit funds in 
New York, but as such deposits cannot be counted 
as legal reserves, they are not nearly as large as 
formerly. The Federal Reserve Banks have the 
authority to transfer funds among themselves in 
case of distress in any particular locality. 

Having already explained the relation that 
“Loans and Investments” bear to the money 
situation, let us study the effect that ‘“ Reserves ” 
have on the money situation. Of course, it is 
usually true that the greater the amount of ‘‘ Loans 
and Investments,” the smaller the amount of 
“‘ Reserves ”’ and vice versa. For this reason the 
following rule is already self-evident. 

The banking situation grows more critical as the 
ratio of reserves to deposits decreases, and the situation 
improves as the ratio of reserves to deposits increases. 

National banks are now compelled by law to 
maintain a reserve on deposit with the Federal 
Reserve Banks equal to from 7% to 13% of their 
demand deposits (according to the city in which 
the bank is located) and 3% of their short time 
deposits running over 30 days and any amount 
over this required reserve is called a ‘‘Surplus Re- 
serve.” As this surplus reserve declines, money 
rates increase, merchants and manufacturers are 
limited in borrowing, and speculators are compelled 
to dispose of stocks and bonds in order to pay 
their loans. On the contrary, as the surplus re- 
serve increases the banks become sounder and are 
ready to loan money to investors, manufacturers, 
and merchants at lower rates of interest. This sub- 
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ject is explained more in detail a few pages hence. 

Periods of depression and over-expansion in the 
past often could have been anticipated by a study 
of the ratio of “‘ Cash ”’ to “‘ Deposits,” since under 
the old National banking act reserves were held 
wholly in cash by the New York banks, while 
country banks carried 40% of their reserves in 
cash. Whenever a great decline in the ratio of 
cash to deposits or aggregate resources occurred 
there always followed a period of contraction of 
credits; and conversely as this ratio increased 
lower interest rates have always followed. The 
following table shows the ratio of cash to the de- 
posits of the National, State, Savings and other 
banks and trust companies from 1865 through 
1933. After 1916 the ratio is no longer indica- 
tive, owing to the change above described; espe- 
cially is this so after 1933. 


Ratio of 


No. of Banks Individual Total Cash in raat 
Year Reporting Deposits Banks Deposits 
1865 1,960 $641,000,000  $199,400,000 Slee 
1866 2,267 815,800,000 231,900,000 28.30 
1867 2,279 876,600,000 205,600,000 23.45 
1868 2,293 968,600,000 200,700,000 20.72 
i869 2,354 1,032,000,000 162,500,000 15.74 
1870 2,457 1,051,300,000 187,700,000 17.85 
1871 2,796 1,251,600,000 194,000,000 15.50 
1872 3,066 1,353,800,000 177,600,000 13.12 
1873 1,968 1,421,200,000 218,200,000 15.35 
1874 1,983 1,526,500,000 252,200,000 16.52 
1875 3,336 1,787,000,000 238,700,000 13.36 
1876 3,448 1,778,600,000 226,400,000 PAB: 
1877 3,384 1,813,600,000 230,500,000 eal 
1878 3,229 1,717,400,000 214,600,000 12.50 
1879 3,335 1,694,200,000 216,300,000 IPA f/ 
1880 8,355 1,951,600,000 285,500,000 14.63 
1881 3,427 2,296,800,000 295,000,000 12.84 


No. of Banks 

Year Reporting 
1882 3,572 
1883 3,835 
1884 4,111 
1885 4,350 
1886 4,378 
1887 6,179 
1888 6,647 
1889 7,203 
1890 7,999 
1891 8,641 
1892 9,338 
1893 9,492 
1894 9,509 
1895 9,818 
1896 9,469 
1897 9,457 
1898 9,485 
1899 9,732 
1900 10,382 
1901 11,406 
1902 12,424 
1903 13,684 
1904 14,850 
1905 16,410 
1906 17,905 
1907 19,746 
1908 21,246 
1909 22,491 
1910 23,095 
1911 24,392 
1912 25,195 
1913 25,993 
1914 26,765 
1915 27,062 
1916 Zinole 
1917 27,923 
1918 28,880 
1919 29,123 
1920 30,139 
1921 30,812 
1922 30,389 
1923 30,178 
1924 29,348 
1925 28,841 


Figures as of June report or thereabouts. 
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Individual 
Deposits 
$2,460,100,000 
2,568,400,000 
2,566,400,000 
2,734,300,000 
2,812,000,000 
3,308,200,000 
3,422,700,000 
3,778, 100,000 
4,062,500,000 
4,796,800,000 
4,664,900,000 
4,627,300,000 
4,651,200,000 
4,921,300,000 
4,945,100,000 
5,094,700,000 
5,688,200,000 
6,768,700,000 
7,238,900,000 
8,460,600,000 
9,104,700,000 
9,553,600,000 
10,000,500,000 
11,350,700,000 
12,215,800,000 
13,099,600,000 
12,784,511,169 
14,035,500,000 
15,283,400,000 
15,906,300,000 
17,024,067,607 
17,501,006,000 
18,557,978,467 
19,195,151,304 
22,844,801,601 
26,058,000,000 
27,716,000,000 
32,629,000,000 
37,268,000,C00 
34,791,000,000 
37,144,000,000 
39,984,000,000 
42,924,000,000 
46,715,000,000 
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Cash to 
Total Cashin Individual 
Banks Deposits 
$287,100,000 11.65 
321,000,000 12.50 
321,200,000 12.51 
414,300,000 15.15 
375,500,000 13.00 
432,800,000 13.09 
446,100,000 13.03 
499,100,000 13.21 
478,300,000 11.77 
479,100,000 11.41 
568,400,000 12.58 
515,900,000 PENS 
688,900,000 14.81 
631,100,000 12.82 
531,800,000 10.84 
628,200,000 1233 
687,800,000 12.09 
723,300,000 10.69 
749,900,000 10.36 
807,500,000 9.54 
848,100,000 9.31 
757,200,000 8.97 
990,600,000 9.90 
994,100,000 8.76 
1,016,400,000 8.32 
1,113,700,000 8.51 
1,368,300,000 10.70 
1,452 ,000,000 10.34 
1,423,800,000 9.32 
1,554,200,000 9.77 
1,572,953,479 9.24 
1,560,709,447 8.92 
1,639,219,163 8.83 
1,457,702,138 —~ 7.59 
1,486,118,322 6.51 
1,502,502,000 5.77 
896,571,000 3.23 
997,353,000 3.06 
1,076,378,000 2.89 
946,567,000 2.72 
829,892,000 2.23 
797,101,000 1.99 
911,500,000 2.12 
951,286,000 2.04 
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Individual Ratio 
No. of Banks Deposits Total Cash Cash to 
Year Reporting Demand and Time in Banks Deposits 


1926 28,146  $48,827,000,000 $996,520,000 2.04 
1927 27,061 __51,062,000,000 —1,007,896,000 1.97 
1928 26,213 —_53,245,000,000 $87,845,000 1.67 
1929 25,330 _—_53,158,000,000 — 819,928,000 1.54 
1930 24,079  53,564,000,000 865,970,000 1.62 
1931 22,071 —50,485,000,000 884,327,000 —:1.75 
1932 19,163  41,180,000,000 791,627,000 1.92 
1933 14,624 — 36,676,000,000 672,556,000 ~—-1.83 
1934 15,835  41,870,000,000 

1935 15,994  45,766,000,000 

1936 15,752 — 51,335,000,000 


The present banking law has changed the reserve 
requirements and the method of handling these 
reserves so as to deprive these subjects of some of 
the importance they formerly possessed. Under 
the present system the member banks are required 
to keep reserves as follows, plus the temporary in- 
crease of 50% in those figures, according to recent 
ruling to paralyze accumulated excess reserves. 


1. “ Country ”’ banks — not less than 7% of the 
aggregate amount of its net demand deposits and 
3% of its time deposits. 


2. If in a reserve city, a net balance not less than 
10% of its net demand deposits and 3% of its 
time deposits. 


3. If in a central reserve city, a net balance equal 
to not less than 138% of net demand deposits and 
3% of time deposits. 


It is provided in every case that the amount of 
required reserve shall be kept as a balance to the 
credit of the member bank in the Federal Reserve 
Bank of its district. 
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Beside this reserve kept in the Federal Reserve 
Bank, it is obvious that any bank must keep a fund 
of cash on hand as “ till-money ” to meet the daily 
demands of its business. Experience has shown 
that about 3% or 4% of the deposits is ordinarily 
a safe amount in good times for the country as 
a whole, while large city banks need only about 
27%. With the growth of the “ checking habit” 
the amount of till-money required is steadily de- 
clining. Some of the importance formerly pos- 
sessed by the relation between cash and deposits, 
and cash and resources of the national banks now 
attaches to these items in the combined statement 
of the twelve Federal Reserve Banks. 


DEPOSITS OF THE BANKS 


The rule governing the ratio of “‘ Reserves” to 
“ Deposits ” holds good, except when deposits are 
increasing too rapidly, owing to increased prices of 
securities, real estate and commodities. Besides 
studying the ratio which we have described, the 
deposits should be watched independently for 
changes, as deposits should not increase too rapidly. 
The weekly statement of the New York banks will 
serve this purpose. A very simple illustration 
shows how a report of large deposits, without any 
intentional misstatement of facts, may hide po- 
tential weakness. 

A few years ago a miser died in a certain town, 
which may be called Graniteville. The executor 
of his estate found $5,000 in gold stored away in the 
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house, and deposited it with the Graniteville Trust 
Company, thereby increasing the deposits of that 
company by $5,000. Shortly after, John Smith 
borrowed of the trust company $4,500 of the 
amount deposited in order to buy stone with which 
to build a block of buildings. The local granite 
company, having outside income sufficient to pay 
its operating expenses, deposited the entire $4,500 
received from Smith with the Graniteville Trust 
Company; so the deposits of the trust company 
became $9,500 greater. Soon after, Mr. Jones 
came into the bank and borrowed $4,200 with 
which to buy stone to build a block in another part 
of the town, and upon receipt by the granite com- 
pany of Jones’ $4,200 the granite company made 
another deposit with the trust company, increasing 
the deposits to $13,700. 

The following day a Mr. Brown, by means of a 
loan from the trust company, bought stone, and the 
granite company further increased its deposits to 
$17,500. This same method of procedure was con- 
tinued until the $5,000 in gold which was originally 
deposited resulted in increasing the deposits of the 
trust company by $50,000 and the loans by $45,000. 
Moreover, this $5,000 enabled the granite company 
to suppose it had $45,000 in cash on deposit in the 
trust company, and provided for the building of 
several stone blocks in the city. In other words, 
the deposit of this $5,000 in gold resulted in creating 
an apparent wealth in Graniteville of about $100,- 
000. This story shows not only the risks of great 
increases in “‘ deposits,” but also the importance of 
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gold importations in times of stringency, owing to 
the advantage of having on hand as much currency 
as possible. 

When the miser’s estate was settled, this $5,000 
was turned over to his only daughter, who had the 
same hoarding disposition as her father. She im- 
mediately withdrew in gold the $5,000 from the 
Graniteville Trust Company and placed the same 
in a safe deposit box with the following result. The 
Graniteville Trust Company, in order to show its 
proper “ Reserve,” was obliged to demand payment 
of all the loans made to Smith, Jones, Brown, and 
the other men. In order to pay these loans, all of 
these men were obliged to sell the buildings which 
they had erected and, in order to protect the price 
of granite, the granite company was obliged to pur- 
chase these buildings, which necessitated the with- 
drawal of their deposits from the trust company. 
Thus the withdrawal of this $5,000 in gold resulted 
in a $50,000 decrease in the deposits of the trust 
company, caused the $45,000 of cash assets of the 
granite company to vanish, and caused half a 
dozen or more citizens to lose their property, and 
possibly enter bankruptcy. 

The principle should be clearly kept in mind 
when studying the “ Deposit” item of the bank 
statement. Large “ Deposits ” are not necessarily 
a healthy sign. Neither very large nor very small 
“ Deposits ” arenormal. The best bank statement 
is the one where the figures for “ Deposits” are 
normal and bear a proper relation to ‘“ Loans,” 
thus showing a proper “ Surplus Reserve.” 
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MEMBER BANK STATEMENTS 


Since the inauguration of the Federal Reserve 
System the plan of bank statements has been 
very much improved. The following is a table 
of the items upon which a representative number 
of certain member banks report each week. The 
specific amounts shown are purely illustrative. 
Although only member banks in 101 leading cities 
report for this statement, they are the larger banks 
and represent approximately 75% of the total 
reserve of the Federal Reserve members. 


Toans on Securities: eres talents erate tite $3,304,000,000 
All other Loans and Discounts............. 5,039,000,000 
Total Loans:and Discounters tiers 8,343,000,000 
U.S. Securities owned (Inc. U.S. guaranteed) 10,083,000,000 
Other Securitiesiowned's. 2+ e-eseee e 3,369,000,000 
Total Loans, Discounts and Investments ... 21,795,000,000 
Reserve with Federal Reserve Banks....... 4,416,000,000 
@ashiinsVault se ect oe) eee ee eee tie 382,000,000 
Balances with Domestic Banks ............ 2,252,000,000 
Demand Deposits—adjusted.............. 14,258,000,000 
Time: Deposits:iccincasatuctcres oes dete ere 5,047,000,000 
Government: Deposits ssm cei eer ee erte 752,000,000 
Inter-bank Wepositsmeverhestttalelateistt ater renerets 5,784,000,000 
BOrrO WINGS fides oS onpsicieor isle sine less than 1,000,000 


Explaining the items in the order in which they 
are given: 


The loan items are highly important. Loans are 
divided into two classes, according to the nature 
of their security. (1) Loans secured by United 
States government obligations show the amount of 
government paper including refunding issues of notes 
and bonds still held by the banks; and loans se- 
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cured by other stocks and bonds reflect the trend of 
financing in the security markets. (2) ‘All Other 
Loans and Discounts ”’ represent very largely com- 
mercial and real estate accommodations. 

“ United States Securities Owned ” represent pri- 
marily Liberty Bonds and certificates of indebted- 
ness. 

“ Other Securities Owned ” represent the invest- 
ments of the banks in other than U. 8. Government 
securities. 

“ Total Loans, Discounts and Investments ”’ are 
the total of the four items given above and also 
include all bills rediscounted with the Federal Re- 
serve Bank and discounted bills. 

“Reserve Balances with Federal Reserve 
Banks:”’ As explained in the preceding pages, 
only reserves which are held with the Federal Re- 
serve Banks are counted in the members’ legal 
reserve. This item, together with the ‘ Cash in 
Vault,” represents the liquid resources of the bank. 
In calculating ratios between reserves and deposits 
or reserves and loans the reserve item should include 
cash in vault. 

“Demand Deposits ” represent deposits subject 
to check without notice, as contrasted against 
“Time Deposits ” which are not subject to check.* 
For practical purposes, however, ratios between 
loans and deposits and reserves and deposits can 
be calculated without considering ‘“Time Deposits,” 
except to set aside the 3% reserve against them. 


* Bankers in California and some other states allow limited checking 
privileges against savings or time deposits. 
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“Time Deposits” are more in the nature of 
deposits of a savings bank, the depositor being 
required to furnish 30 days’ notice before he can 
withdraw his funds. ‘‘ Government Deposits ”? — 
still another classification — during the war as- 
sumed large proportions but have since declined 
and should fall off gradually as the government’s 
activity in rediscounting operations decreases. 

“Borrowings”, including funds borrowed from 
correspondent banks and bills payable and redis- 
counts with the Federal Reserve Bank, indicate the 
amount of indebtedness which the member banks 
have with other banks or the Federal Reserve 
Bank and show the extent to which they have had 
to resort to the Federal Reserve Banks for assist- 
ance. Recently this item is practically nil. 

The item “‘ Loans and Investments ”’ should be 
compared with the reserves of the member banks. 
Reserves should be compared with the net de- 
mand deposits of the member banks. These ratios 
have approximately the same meaning as the 
ratios of loans to cash and cash to deposits under 
the old banking system. 

Total effective deposits is the sum of demand, 
time, government, and inter-bank deposits, less 
balances with domestic banks. 


%* * * * 


THE COMPTROLLER’S REPORTS UNDER THE 
FEDERAL RESERVE SYSTEM 


In the items of the Comptroller’s Reports, which 
cover the whole country, certain changes have also 
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occurred which students must take into account 
when comparing current figures with past figures. 
Loans have greatly increased. The reduction in 
reserve requirements theoretically released about 
$500,000,000 in cash, against which more than 
$2,000,000,000 in loans could be made which would 
not have been possible under the old system. The 
importation of about $1,137,944,000 of gold in 1915 
and 1916 was also a strong factor for expansion in 
loans. Considering the change in the law and these 
gold imports, loans of the national banks during 
the first year and a half under the Federal Reserve 
System increased nearly $1,000,000,000 and war 
financing afterwards caused them to increase much 
further. 

“Cash” is much smaller. Whereas under the 
old system banks were required to hold 6%, 123% 
or 25% of their deposits in cash (according to the 
class of bank), they must, under the new system, 
hold only 7%, 10%, and 13% respectively, of their 
demand deposits and 3% of their time deposits in 
the Federal Reserve Bank, and only such cash as 
till-money as the daily demands of business compel: 
about 3% or 4% or less. According to distribu- 
tion of deposits on October 31, 1914, therefore, the 
law authorizes an average reduction of about 8% 
in cash holdings; but since the 1932-33 experience 
bankers will probably not hold so little cash on 
hand. However a large reduction in ‘‘ cash ” took 
place under the new system. 

“Investments ”’ were not changed a great deal 
by the Federal Reserve System. While one of the 
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chief aims of the system is to turn the banks from 
long term investments, such as bonds, ete. (which 
constitute “Investments ’’), to short term busi- 
ness paper, many banks continue to carry a “ back 
log” of good bonds among their holdings. After 
the Federal Reserve Act went into effect a large 
amount of bond buying was carried out by all 
classes of banks, but this was not due (directly, at 
least,) to the change in system, but rather to the 
obligation laid upon the banks to help the govern- 
ment finance the war. The longer the war lasted 
the greater was the amount of government securi- 
ties that the banks were obliged to carry. This 
development has continued due to the increase in 
proportion of saving deposits. 

“ Aggregate resources”? were expanded on ac- 
count of the increase in the “loans” item. ‘“Sur- 
plus’”’ was not directly affected by the new system. 
The ‘“surplus’’ of a bank, as in any other business 
concern, is the “‘ nest egg ” which it saves out of its 
earnings, and the earning capacity of the banks 
has not been greatly altered. Deposits of course 
are much larger. 

The Glass-Steagall Bank and Currency measures 
permitting issuance of bank notes against U. S. 
government bonds, coupled with inflationary pos- 
sibilities, tends to increase deposits without a cor- 
responding increase in loans. 


THE FEDERAL RESERVE BANK SYSTEM 


For many years it was evident that the banking 
system of the United States was inadequate to’ 
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meet the great financial needs of the country, not 
only due to certain defects but because the former 
system lacked certain necessary provisions which 
go to make an efficient banking system. Although 
the present law embodies changes which are far 
reaching and of great importance, still its frame- 
work is for the most part that of the old banking 
system, the good features of which have almost 
without exception been retained. Briefly, the new 
system has five prime purposes which are named 
below, although it also seeks to make many other 


important corrections. 


(1) The creation of a joint mechanism for the extension 
of credit to banks which possess sound assets (especially in 
times of emergency) and which desire to liquidate them for 
the purpose of meeting legitimate commercial, agricultural, 
and industrial demands on the part of their clientele. 

(2) The creation of an elastic currency which will con- 
tract and expand directly with the demands of business; also 
the ultimate retirement of the present bond-secured cur- 
rency, with suitable provisions for the fulfillment of govern- 
ment obligations to bondholders. 

(3) The establishment of a public discount market for 
commercial paper and a better market for farm land mort- 
gages which will furnish the merchant, the manufacturer 
and the farmer with better facilities with which to care for 
their financial needs. 

(4) The provision for better extension of American banking 
facilities in foreign countries to the end that our trade abroad 
may be enlarged and that American business men in foreign 
countries may obtain the accommodations they require in 
the conduct of their operations. 

(5) To establish a more effective supervision of banking 
in the United States and to secure the co-operation of the 
nation’s banking power for the mutual protection and profit 
of the banks and the public. 


In each of the above aims is embodied the desire 
to utilize the credit of the country to its greatest 
extent, at the same time providing against danger- 
ous inflation. 
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The greatest defect in the old system was in the 
matter of bank reserves. First, because of the lack 
of centralization of reserves which would combine 
the power of all the country’s banks to withstand 
the strain of financial crises. Hitherto each bank 
had been rather a unit in itself. By law it was 
required to reserve a certain percentage of its de- 
posits, part of which had to be held in its own 
vaults while the remainder could be deposited with 
banks of either of the three central reserve cities, 
New York, Chicago or St. Louis, and also in re- 
serve cities where it drew about 2% interest. This 
resulted in a large accumulation of funds in these 
cities, especially in New York where they were 
loaned to a large extent against stock exchange 
collateral. In case of sudden financial stringency, 
the outside banks were unable to call in their re- 
serves because the central reserve city banks 
themselves could not liquidate their funds. 

The Federal Reserve system has attempted to 
correct this condition by providing a series of twelve 
great reservoirs, one reservoir for each district, 
from which the banks of that district can draw in 
time of need. These reservoirs are called Federal 
Reserve Banks. In reality each reserve bank is 
an association in itself, having as members all of 
the national banks and any other banks which 
wish to join it. Instead of these member banks 
depositing a portion of their required reserves in 
New York, Chicago or St. Louis banks, they are 
required to carry them with their respective Fed- 
eral Reserve Bank. Instead of having to depend 


FEDERAL RESERVE BANK SYSTEM 155 


simply upon their reserve in an emergency, mem- 
ber banks can at once convert their commercial 
paper by having it rediscounted with the Federal 
Reserve Bank. The proceeds they may have 
credited to their accounts, thus creating a balance 
with the Federal Reserve Bank which counts as 
reserve, or they may take out Federal Reserve 
notes to pay out over their counters as cash. 

Thus the great advantage to the member banks 
in “ pooling ” their reserves with the Federal Re- 
serve Banks is at once evident. All of our worst 
panics in the past have started in a single section, 
and, like a great fire, have spread over the country 
because other depositors, becoming frightened, 
began to draw their balances from their banks, 
causing the so-called “runs” and creating a gen- 
eral panic. By extending the proper aid to the 
banks first affected, the worst features of most of 
our nation-wide panics could have been quenched 
with comparatively little difficulty. 

To accomplish its next prime object, that of sup- 
plying an elastic currency, the new law has pro- 
vided a currency which can be based partly on com- 
mercial paper. This currency is known as Federal 
Reserve notes. These notes are issued only by 
Federal Reserve Banks to their member banks 
in return for gold or eligible paper which their 
member banks deposit with them. Thus when 
business activity increases, as in the fall of the year, 
the amount of commercial paper offerings will in- 
crease so that collateral for the new currency will 
automatically become available. Moreover, as 
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business demands decrease, the currency will also 
decrease; for when the discounted paper which is 
furnished as collateral falls due, it must be col- 
lected. Since a member bank has indorsed the 
paper, the reserve bank will presumably deliver it 
to the member bank for collection and the latter 
will, in so far as possible, deliver national bank 
notes or Federal Reserve notes. If, however, busi- 
ness demands still continue heavy when the collat- 
eral paper falls due, the member bank may sub- 
stitute other collateral in its place or the Federal 
Reserve Bank may keep the Federal Reserve notes 
outstanding through the security of its gold 
reserve. 

These restraints in themselves, however, could 
never prevent inflation. The great responsibility 
for safety lies with the bankers and the officials of the 
system. First, all loans will be carefully scrutinized 
by the individual bankers. If, however, the situa- 
tion gets beyond their control, the Reserve Bank 
of the district should take a hand. Rates for redis- 
count will be raised and commercial paper offered as 
collateral will be more carefully scrutinized. Fin- 
ally, if over-expansion continues, the Federal Re- 
serve Board, which will keep a close watch wher- 
ever trouble is evident, should reject the Reserve 
Bank’s applications for notes, and insist that a 
higher rate of discount be charged the member 
banks of the district affected, and if outside help is 
needed, it will require higher reserves of members, 
in accordance with certain provisions of the 1933 
Farm Act. 
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In short, the supervision of the nation’s banking 
by men of ability and experience is the law’s great- 
est provision against abuse. Hence the great 
importance of keeping it out of politics. 

If the reader wishes a still more complete dis- 
cussion of the law, we would refer him to the book 
written by Prof. Edwin Walter Kemmerer, entitled 
“A B C of The Federal Reserve System,” the book 
by Professors Conway and Patterson, entitled 
“The Operation of the New Bank Act,” also “‘The 
Federal Reserve Act” by C. W. Barron, ‘The 
Federal Reserve System’’ by Henry Parker Willis, 
and to the Act itself, which is in very readable form. 

IMPORTS OF MERCHANDISE INTO THE 
UNITED STATES 

Connected with fundamental statistics and very 
closely related to one another are the three following 
subjects: 

Imports of Merchandise into the United States. 

Exports of Merchandise from the United States. 

Balance of trade between foreign countries and 
the United States. 

Each of the three subjects is absolutely depend- 
ent upon the others and, were it not for the separate 
tables connected with each subject, it would doubt- 
less be simpler to treat all three in one compre- 
hensive section entitled ‘“‘ Imports, Exports, Trade 
Balances and Volume.” Owing, however, to the 
fact that it is absolutely necessary for the banker 
or merchant to divide the figures into three separate 
tables and not allow them to be combined in any 
way, each is here treated independently. 
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No detailed definition need be given of the im- 
ports of the United States except that the word 
import refers to the valuation of the raw material, 
manufactured goods and all other products pur- 
chased from abroad and entering any port or cross- 
ing any boundary of the United States. It may 
be mentioned also that although the figures pub- 
lished by the Government are correct for compara- 
tive purposes, they are, as a matter of fact, low. 
For this there are two reasons: first, there is a 
large quantity of goods brought into this country 
of which no record is ever made; and secondly, the 
‘““ values ”’ are placed by the importers at the lowest 
possible figures in order that the charge for duty 
will be as little as possible. 


(Figures in the following table prior to 1867 are for the 
fiscal year ending June 30. After that year they are for 
the calendar year.) 


TABLE OF UNITED STATES IMPORTS 


Per Per 
Year Imports Capita Year Imports Capita 


1860 $353,616,119 $11.25 1877 $480,246,300 $10.37 
1861 289,310,542 9.02 1878 431,812,483 9.07 
1862 189,356,677 5.79 1879 513,602,796 10.52 
1863 243,335,815 7.29 1880 696,807,176 13.88 
1864 316,447,283 9.30 1881 670,209,448 13.06 
1865 238,745,580 6.87 1882 752,843,507 14.36 
1866 434,812,066 12.26 1883 687,066,216 12.81 
1867 371,476,175 10.23 1884 629,261,860 11.48 
1868 368,006,572 9.94 1885 585,868,673 10.49 
1869 438,455,894 11.60 1886 663,429,189 11.57 
1870 461,132,458 11.97 1887 708,818,478 12.09 
1871 573,111,099 14.47 1888 725,411,371 12.11 
1872 655,964,699 16.15 1889 770,521,965 12.58 
1873 595,248,048 14.27 1890 823,397,726 13.15 
1874 562,115,907 13.13 1891 828,320,934 12.96 
1875 503,153,936 11.43 1892 840,930,955 12.91 
1876 427,347,165 9.47 1893 776,248,924 11.68 
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TABLE OF UNITED STATES IMPORTS 
Per 
Year Imports Capita Year Imports Gioia 
1894 $676,312,941 $9.97 1915$1,778,596,695 $17.79 
1895 801,669,347 11.60 1916 2,391,6385,3385 23.60 
1896 681,579,556 19.66 1917 2,952,467,955 28.73 
1897 742,595,229 10.32 1918 3,031,212,710 29.10 
1898 634,964,448 8.66 1919 3,904,364,9382 38.02 
1899 798,967,410 10.68 1920 5,278,481,490 49.60 
1900 829,149,714 10.86 1921 2,509,147,570 23.27 
1901 880,419,910 11.34 1922 3,112,747,000 28.49 
1902 969,316,870 12.30 1923 3,792,065,963 34.27 
1903 995,494,327 12.42 1924 3.609,962,579 32.21 
1904 1,035,909,199 12.71 1925 4,226,589,000 36.63 
1905 1,179,144,550 14.24 1926 4,430,888,000 37.83 
1906 1,320,501,572 15.69 1927 4,184,742,000 35.28 
1907 1,423,169,820 16.29 1928 4,091,444,000 34.09 
1908 1,116,374,087 12.54 1929 4,399,361,000 36.24 
1909 1,475,520,724 16.28 1930 3,060,908,000 24.93 
1910 1,562,904,151 16.94 1931 2,090,635,000 16.85 
1911 1,532,359,160 16.32 1932 1,322,772,000 10.63 
1912 1,818,073,055 19.04 1933 1,449,559,000 11.57 
1913 1,792,596,480 18.47 1934 1,655,055,000 13.03 
1914 1,789,276,001 18.00 1935 2,047,287,000 15.99 
1936 2,390,000,000 18.46 


Study the “per capita’ column which shows 
very clearly the great value of these figures in fore- 
casting a panic. At the close of the Civil War the 
people were importing on a basis of about $10 per 
capita and this steadily increased to over $16 in 
1872. This increase was far above what it should 
have been, and was therefore naturally followed by 
the panic, which came the following year, namely, 
1873. As is the case with all panic years, the im- 
ports immediately dropped off from $16 to about 
$14 and steadily decreased for about five years. 

Beginning with 1879 the imports again increased 
and property likewise increased until 1882, when 
they again reached $14.36 per capita. Although 
this figure was not equal to the previous high 
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figure for 1872, yet the rise was more rapid and it 
is not surprising that in the latter part of the fol- 
lowing year there occurred another panic, namely, 
the panic of 1883-84. In 1885, or directly after 
this panic, imports again dropped to a minimum 
of $10.49, but gradually increased along the nor- 
mal line until they reached over $13 per capita, 
at which point they remained constant during 
1890, 1891 and 1892. As could readily have been 
predicted, these high figures were followed by an- 
other panic in 1893. During the next year, as 
invariably the case, imports declined to $9.97. 
Since that period, imports have increased at a 
more or less irregular rate, up to 1907, when they 
again reached $16, at which figure they stood pre- 
ceding the great panic of 1873. Then followed a 
sharp reduction to $12.87, coincident with the panic 
of 1907-08 and its curtailing of imported luxuries. 
With the year 1909 imports have again increased 
to the above figures, therefore showing that the 
same law has been observed in connection with all 
panics excepting that of 1903, which, as explained 
under “‘ New Securities,” was chiefly due to one 
specific cause as stated by Mr. Morgan, namely, 
‘the congestion of undigested securities.’”’ Where 
the figures on 80% of our subjects clearly forecasted 
all panics excepting said panic of 1903, in only a 
few tables was the approach of this panic indicated. 
On the other hand, in these few tables, especially 
the table for “‘ New Securities Listed ” and “‘ New 
Corporations,” the increase was so tremendous, 
several hundred percent, that they of themselves 
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were a sufficient danger signal, even though the 
figures on the other subjects appeared normal. 

Thus in studying the figures on imports, we see 
that too great an increase in imports is a dangerous 
sign. This is due to two reasons: first, it neces- 
sitates the exportation of too much gold; and 
secondly, it signifies too great an extravagance on 
the part of the American people. As continued ex- 
ports of gold are usually followed by advanced 
money rates, so too great an expenditure of money 
for luxuries and unproductive material, especially 
when imported, is followed first, by higher com- 
modity prices, and then by a period of economy. 

Not only are large figures for imports suggestive 
of a panic, but small figures, especially when they 
are increasing at a slow and conservative rate, are 
suggestive of better times. This latter phase is es- 
pecially well illustrated in an article which appeared 
some time ago in the New York Evening Post. 
It began by referring to a Wall Street man who 
rather facetiously remarked that good times were 
surely coming for he noticed that people were 
“‘ wearing their old clothes.”” This remark, made 
carelessly, was nevertheless a statement of the tre- 
mendously important factor which personal thrift 
becomes during a period of depression. 

In times of abounding prosperity it is easy for 
people to assume a contemptuous attitude toward 
petty economies. The talk is of making money, 
not of saving it. But a panic brings out the eco- 
nomic truth about the relation of savings to new 
business operations. ‘‘ It must always be remem- 
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bered,” writes Lord Welby, commenting on an 
American panic in the Contemporary Review, 
“that the capital required to extend business and 
to open new fields of trade can only be supplied by 
the savings of the world. ... But there is a 
limit to these accumulations, large as they are. If 
the passions of the world, the extravagance of the 
world, and above all the growing needs of the world 
trench too closely on the accumulations of the 
world, financial. stringency will inevitably be the 
result.” And it is a fact that even the most trivial 
form of saving becomes a large financial operation 
when generally practised. 

How much can the American nation save should 
each man wear his clothes two years instead of one? 
The Census Report of Manufactures shows that the 
factory product of men’s clothing during a good 
year is valued at about $1,000,000,000. One-third 
of this, or considerably less than one-third on the 
basis of retail prices, would more than equal the 
entire imports into this country in a normally 
favorable month. There are over $100,000,000 
worth of felt hats sold during a good year. By 
wearing their felt hats 50% longer than they have 
been accustomed to doing, plain Americans can 
effect a saving in a year on this one item alone 
of $50,000,000. The difference between habits of 
economy and extravagance ls great! 

Yet it is not always with clothes that people 
adopt a policy of retrenchment. If, for example, 
they cut down by only one-third the amount they 
spend on fresh beef, leaving all other items on the 
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butcher’s bill unaltered, the sum would be greater 
than twice the amount paid over the counters of 
many a bank, during the long runs faced in crisis. 
Contract by the same proportion the consumption 
of all kinds of meat,— and many authorities think 
this would be well worth while from a hygienic 
point of view alone,— and a sum equal to the 
entire Government deficit for the fiscal year 1933 
would be saved in about twelve months. 

As to the commodities which are classed as real 
luxuries, the facts are equally striking. Enough 
cigarettes were “withdrawn for consumption’’ in 
1930 to provide about eleven cigarettes a day for 
every smoker, on the assumption that one-fourth 
of the total population, including babes in arms, 
may fairly be put down in that class. Even for mere 
purposes of illustration, no one would be cruel 
enough to suggest treating the cigarettes as the colo- 
nists once treated the tea. But in a great emer- 
gency the average smoker might consider cutting 
down his allowance to seven cigarettes a day. 
That trifling act would make a difference in the 
country’s cigarette bill of more than two hundred 
millions a year. 

Imports of luxuries into the United States during 
the fiscal year ended June 30, 1909, were valued at 
$210,872,120, as compared with $173,217,690 in 
1908 and $227,661,584 in 1907. This class of im- 
ports represented 16% of total imports in 1909, 
14% of the total in 1908 and 15% in 1907. The 
increase of $37,654,430 from 1908 was one indica- 
tion of the return of prosperous business conditions. 
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The 1909 value, however, is $16,789,464 below the 
figures for 1907. 

Outside of imports of silk, both manufactured 
and unmanufactured, which in 1929 reached $471,- 
000,000, imports of wines and spirits formerly played 
no small part in United States imports. Cham- 
pagne imports, amounting to 436,628 dozen quarts, 
with a value of $6,863,785, were the largest during 
the same fiscal year (1909) in the history of the 
country and showed a very perceptible increase 
over 1907. The increase over 1908 totalled 68,959 
dozen quarts, or 18%. 

Cut and uncut diamond imports were valued at 
$51,895,000 in 1929; and the value in 1932 was 
but $9,339,000, or only 20% of the 1929 value and 
$662,000 below even the total value for 1908. 
Total precious stone imports, having a value of 
$12,918,000 during 1932, were only 16.2% of the 
value in 1929 and considerably below the total 
for 1908. 

The above suggestions are sufficient to illustrate 
the reason for tabulating not only annual but also 
monthly figures on imports, namely, as a barometer of 
waste or of economy. It is, however, unnecessary 
that the monthly figures should be tabulated on a per 
capita basis, as the change in population is so slight. 

Merchandise imports are also valuable indicators 
of the foreign exchange situation. For this purpose 
they are studied in connection with exports. A 
considerable balance of exports over imports is 
favorable to the exchange position of the country 
holding such balance; conversely, large excess of 
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imports tends toward a rate of exchange against the 
country having such an excess—provided in either 
case that sufficient of other items than merchandise 
are not exchanged to balance the situation. 


EXPORTS OF MERCHANDISE FROM THE 
UNITED STATES 


By “‘ exports ” is meant the goods shipped from 
the United States to any foreign port or country. 
This includes all raw materials, manufactured arti- 
cles, and in fact anything for which a resident of 
the United States receives money. 

The monetary condition of the country depends 
on three things: 


Ist. The amount of money in the country. 
2nd. The demand for money. 
3rd. The velocity of circulation. 


The first item, namely, the amount of money in 
the country, is very dependent upon the exports 
of the country. Technically, this is dependent 
upon the balance of trade, a term explained in the 
next section of this chapter, but practically it is 
dependent upon the exports. 

Formerly the amount of exports was dependent 
almost entirely upon the amount of raw material 
produced; that is, wheat, corn, cotton, live stock, 
products, etc. The condition of the main crops 
of wheat, corn, and cotton, as well as that of the 
smaller crops, such as hay, apples, potatoes, etc., 
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determined the exports. With small crops the ex- 
ports were very small, while with large crops the 
exports were large. 

This condition, however, has changed during the 
past thirty years, in which period there has been 
a very great increase in exports. The total exports 
of the United States have increased from $800,000,- 
000 to more than $5,000,000,000 and this increase 
has been much larger in manufactures than in 
other products. In 1893 the United States was 
exporting about $677,000,000 in food products and 
raw materials, which amount increased only to 
about $946,000,000 for the fiscal year of 1913,— 
an increase of less than 40 percent. On the other 
hand, the exports of manufactured products in- 
creased from about $177,000,000 in 1893 to more 
than $1,500,000,000 in 1913,— an increase of more 
than 747 percent. That trend continued until 
1929. 

Such a change in the proportions between the 
agricultural and manufactured exports is important. 
If exports are to depend upon manufactured articles 
rather than on raw materials, bread-stuffs, etc., 
the decline in exports which heretofore has occurred 
during years of crop failures will tend to be elimi- 
nated. Andrew Carnegie once said that the time 
is coming when the greater part of the raw ma- 
terials, now forming the bulk of the export figures 
of this country, will be used here, and their place 
in export trade will be taken by manufactured 
articles. If so, the American manufacturers must 
reach the markets of the world and compete therein 
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with all the other industrial and commercial 
nations. 

If this isso, and the figures for the past twenty- 
odd years seem to prove it, our exports probably will 
not only continue to increase, but the fluctuations 
will, as above suggested, be much less marked. 
This is another reason why we should carefully 
study the figures on the ‘‘ balance of trade,” rather 
than the figures on the “ exports” or “ imports ”’ 
exclusively. 

Many merchants when studying foreign trade, 
instead of considering exports and imports sepa- 
rately, add them together and call their sum the 
volume of trade. This figure is valuable as a ba- 
rometer of general business activity. It should not 
be confused with the balance of trade, which is the 
difference between exports and imports, and is 
watched by bankers for its effect upon the money 
rates and gold supply. 


BALANCE AND VOLUME OF TRADE 


One of the most important of the subjects that 
investors and merchants study when analyzing 
present conditions and forecasting future conditions 
is the balance of trade. When we have sold to 
foreign merchants raw materials or merchandise 
greater in value than that which they have sold 
to us, the balance of trade is said to be “ in favor 
of ” the United States as against foreign countries. 
This naturally results in the shipment to America of 
gold, to adjust the balance, or the selling in the 
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United States of “ exchange ”’ at a discount, if the 
condition is but temporary. The balance of trade 
does not always determine the debtor country, as there 
are other factors to be considered. 

After the World War, the United States became 
for the first time the outstanding creditor nation 
of the world. As the yield of domestic bonds 
decreased, the vast amount of money here seeking 
an investment outlet was attracted, naturally, by 
the higher-yielding foreign bonds. The recon- 
structive phase following such a war must be of 
long duration. Hence, it was to be expected that 
the United States investors continued to buy 
these bonds in large quantities. 

Increasing interest payments thus have to be 
made to the United States, necessitating further 
receipts of gold or goods from abroad. As, how- 
ever, Europe regains her industrial position in the 
world’s trade, gold shipments tend to be gradually 
offset with exports of raw materials and merchan- 
dise to the United States. Incidentally, whenever 
there is increasing importation of foreign goods 
all of those engaged in our manufacturing and 
extractive industries are vitally interested. 

If trade balances were dependent whoily on the ex- 
ports and imports of raw material, merchandise, etc., 
it would be unnecessary for merchants and investors 
independently to tabulate monthly figures on gold 
movements in addition to tabulating monthly figures 
on exports and imports. Owing, however, to these 
additional factors —purchase of foreign securities, 
payment of interest, expenditures of tourists travelling 
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abroad, etc., it is necessary to tabulate figures also on 
gold movements and these other factors. 

Certain merchants when tabulating figures on 
the balance of trade, which is the difference between 
the exports and imports, also tabulate figures show- 
ing the sum of the exports and imports or what is 
known as the “volume.” This is wholly unnec- 
essary when the imports and exports have been 
tabulated separately, but rather is of use simply as 
a short-cut to avoid the necessity of tabulating 
both imports and exports separately. Figures, 
then, on imports, exports and the balance of trade, 
when tabulated each month serve as a wonderful 
barometer for discerning present conditions and for 
forecasting future conditions. 

Although the foreign trade statistics of other 
countries, when properly compiled for comparative 
purposes, are of interest to those studying the con- 
ditions of the United States, such figures are not 
conclusive in comparing the trade of two different 
countries. As there is no uniformity in the classi- 
fication in the exports and imports of two different 
countries and as the methods of valuation are also 
entirely different, it is very dangerous to make com- 
parisons between the various countries.* 


GOLD MOVEMENTS 


Broadly, the world’s gold production originates 
in South Africa, Australia, and the United States. 
Africa produces almost half of the world output; 

* This matter is discussed very clearly in an article on the ‘‘ Comparati- 
bility of Trade Statistics of Various Countries” by Sir A. E. Bateman, 


C. M. G., published by the American Statistical Association, New Series 
** 1893,”’ Vol. 3, page 533. 
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and therefore bankers and merchants tabulate the 
monthly production of the Transvaal Mines. Most 
of the stock of the South African and Australian 
gold mines is held in England. Hence London 
is the natural market, into which nearly one-half 
of the world’s production of gold comes for dis- 
tribution. This passage from mines to markets 
is known as the primary movement, and there is 
little prospect that it can be reduced by any 
schemes of international co-operation. 

In the United States, New York and Seattle 
are distributing centers; but there is no bullion 
market, free or otherwise. The primary move- 
ment of gold is from mines to assay offices, where 
a fixed price is paid. Normally our gold produc- 
tion passed immediately into circulation; and 
gold was purchasable from the Treasury at a 
fixed price. On March 3, 1933, however, redemp- 
tion in gold was discontinued. 

Abroad, after gold from the mines has been 
concentrated in the London market, it is sold 
virtually to the highest bidder. Its distribution 
to various European centers constitutes the secon- 
dary movement. London as the one free gold 
bullion market of the world, should not be con- 
fused with the so-called gold market maintained 
by the Bank of England. The final gold move- 
ment is its ceaseless flow from one part of the world 
to another in response to the forces of supply and 
demand, trade balances and banking reserves. 

The importing of gold does not necessarily 
mean ‘‘good times’’ or even “lower money rates’’; 
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nor does the exporting of gold necessarily mean 
the approach of a crisis. Nevertheless important 
deductions may be made if monthly figures are 
systematically collected and tabulated thereon. 
These deductions may be discussed as follows: 

Picture each country as a reservoir, the size of 
which is proportionate to that country’s normal 
share of the primary gold supply of the world. 
Assuming the various reservoirs are connected by 
pipes, all will maintain the same level, altho each 
will be of different size. A country’s normal 
share of gold depends on its wealth. A nation’s 
metallic money tends to remain in fixed ratio to its 
other forms of wealth. However, the normal share 
of gold in each country is influenced by other 
factors. These include: Volume of trade, estab- 
lished methods of doing business, and the cur- 
rency system. 

In the United States, specie exports and imports 
have often served as a warning signal of approach- 
ing disturbance. Their interpretation, however, 
cannot be assumed without first examining the 
trend of fundamental conditions and comparing 
with other indicators. Excess of gold exports 
may be construed as cautionary under the follow- 
ing circumstances. 

First, when purchases abroad have been made 
at high prices and gold is required in payment 
therefor. If such purchases have been made at 
low prices, exports of gold may not be unfavorable. 
Second, export of gold is distinctly unfavorable 
when accompanied by scarcity of money and 
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sharp increases in the rate of discount. Third, 
if not attributable to surplus production, an unusual 
balance of gold exports is unfavorable if prolonged; 
a temporary movement of this kind does not neces- 
sarily point to instability. Furthermore, continued 
withdrawal of gold from circulation and replace- 
ment by inconvertible paper, may indicate danger- 
ous expansion of credit. 

In localities where gold mining is the leading 
industry, such as South Africa and parts of Aus- 
tralia, exports of gold may be regarded in a sense 
as exports of merchandise, — namely, with favor- 
able implications. On the contrary, in non- 
producing nations such as England and France, it 
is imports which give the favorable indication. 
Sometimes there is noted a tendency toward 
simultaneous decline of gold reserves in various 
financial centers. This may be due to withdrawal 
for hoarding or circulation outside the banks; or 
it may represent the transfer of gold to relatively 
backward countries. 

After the World War, gold poured into the Fed- 
eral Reserve System, swelling reserve ratios and 
affording the basis of credit expansion. Gradual 
exports of gold would have been corrective. Dur- 
ing the war period and after 1919, foreign gold 
and securities were taken by the United States in 
payment for the goods we exported. It was evi- 
dent that if a free movement of gold was to be 
resumed, a part of the stocks of gold which we 
built up would ultimately have to be exported. 
Such a movement in fact might have been forced 
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upon us in 1933, had we not placed an embargo 
on gold exports. France suffered an enormous 
loss of gold from 1935 to 1936. World conditions 
have not yet improved and stabilized sufficiently 
to cause a reverse flow of gold from the United 
States even though we now have lifted the embargo. 


FOREIGN MONEY RATES AND FOREIGN 
EXCHANGE 

These two subjects are usually discussed to- 
gether, first because they are inter-related and 
secondly, because the subject of foreign money 
rates of itself is not sufficiently important to be 
treated independently. All that need be said as 
regards foreign money rates is that money, like 
water, seeks its own level, unless artificially held or 
forced. Therefore, if money rates are low in the 
United States, but for some time have been high in 
England, Germany or France, money rates in the 
United States are sure to increase soon, the increase 
to be followed possibly by a period of stringency. 
There are two reasons for this: first, the loans to 
American bankers by foreign bankers will be called 
for payment, or else the foreign rate will so be 
raised that it will be more profitable for the Ameri- 
cans to borrow at home; and secondly, foreign 
bankers will begin to borrow from America and 
thus take advantage of the lower American rates. 
As both of these causes are in operation at the 
same time, the rates very soon equalize, the foreign 
rates declining and the American rates increasing. 
The converse of this principle is also true. When 


174 BUSINESS BAROMETERS 

the money rates in America are high, but the 
foreign rates have been low for some months, the 
tendency is for the American rates to decline and 
the foreign rates to advance. 

When tabulating foreign rates, investors and mer- 
chants usually consider the ‘‘ rate of discount” of the 
three leading foreign banks: namely, the Bank of 
England, the Bank of France and the Bank of Ger- 
many. The tabulation and the interpretation of 
these rates is very simple. The American merchant 
always keeps in mind, however, that low foreign 
money rates have their disadvantages as well as 
their advantages, as very often they signify a low 
condition of foreign trade which, during certain 
periods, may be spread to America. 

The changes in the Bank of England rate in re- 
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affected only by the purchase and sale of foreign 
exchange. Therefore, although merchants usually 
study only foreign money rates with their common 
knowledge of foreign exchange, yet theoretically, 
a study of foreign exchange will in itself suffice. 

Foreign exchange is quoted both as to “ actual 
rates’ and as to “ quoted rates.” For a general 
description of these headings, we quote Howard 
Irving Smith as follows: 

“The quotation ‘ actual rate’ means the rate at 
which exchange is sold in large amounts by the 
dealer; the quotation ‘ posted rate’ means the pre- 
liminary asking rate of the day before an actual rate 
is made, and this is the rate usually exacted for a 
small amount of exchange by a dealer. The actual 
and posted rates are the rates at which dealers sell 
bills of exchange issued by themselves. They do 
not, as a rule, announce the rates at which they will 
buy commercial bills of exchange; that is a matter 
of negotiation and depends on the nature of the 
bills. The newspapers, however, publish approxi- 
mate prices for commercial bills. 

“Foreign exchange is payable in the money of 
the country upon which the exchange is drawn, 
that is, where the exchange is payable. The equiv- 
alent of $1.00 in English money is 49.3 pence or 
four shillings 1.3 pence. When foreign exchange 
is quoted in the money of the country where it is 
bought, the unit of the money of the country where 
payable is figured at so much money of the country 
where the bill is issued. Thus, when sterling 
exchange is quoted at $4.8665, £1 in exchange is 
worth $4.8665. 
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“When foreign exchange is quoted in money of 
the country where it is payable (not where it is 
bought), the unit of money of the country where it 
is bought is figured at so much in the money of the 
country where the bill is payable. Thus, when 
exchange on France is quoted at 21.30 (21 francs, 30 
centimes), $1.00 in exchange is worth 21.30 francs.* 

‘When a bill of exchange is quoted in the money 
of the country in which it is issued, but is payable 
(is to be paid) in the money of the country upon 
which it is drawn (where it is payable), the higher 
the quotation, or rate, the higher is the cost of such 
exchange, for the reason that a high rate requires 
more of the money of the country where the bill is 
purchased, to buy a given amount of the money of 
the country where the bill is payable than a low 
rate requires. 

“On the other hand, when a bill of exchange is 
quoted in the money of the country upon which it 
is drawn (which is also the money in which it is to 
be paid), as francs, the higher the quotation the 
less the cost of such exchange, for the reason that 
more (in the foreign country’s money) can be 
purchased for $1.00 at a high rate than can be 
purchased at a low rate. 

“ Tllustration: If exchange for £1 is purchased 
for $4.89 it costs more than if purchased at $4.84. 
On the other hand, if exchange for 2130 centimes 
(21 franes, 30 centimes) is purchased for $1.00 it 
costs less than if $1.00 is paid for 21 centimes; 
or, putting it the other way, $1.00 buys more in 


* These rates adjusted to early 1937 ‘‘apparent par” ratios. 
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francs* at the high rate than it does at the low 
rate. 

“The amount paid for a time bill depends on the 
length of time it is to run and the rate of interest 
prevailing in the country where the bill is payable. 
A commercial bill payable in London three months 
after date is bought by a dealer in exchange in New 
York at a price which is equal to a bill payable on 
demand, less the three months’ interest at the ex- 
isting rate of interest in London. The London rate 
of interest serves as the basis in calculating the 
price of the bill, for the reason that the bill is pay- 
able in London and to make it equal to a draft pay- 
able on demand it must be discounted in London. 

“ High cost for exchange ordinarily means that 
the international balance is against the country 
where the high cost prevails; conversely, low cost 
for exchange ordinarily means that the international 
balance is in favor of the country where the low 
cost prevails.” However, as all of this may be as- 
certained by a study of foreign money rates and other 
tables already mentioned, it ts unnecessary for the 
merchant to collect or tabulate figures on foreign 
exchange. 

The fact is that financial panics have not always 
been confined to the United States. Not only in 
1931 but in 1907, a crisis occurred in several 
foreign countries situated in different continents; 
some of these markets were not directly connected 
in a financial way with the United States; and 
the financial collapse occurred in some of them 


* These rates adjusted to early 1937 “‘apparent par’’ ratios. 
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before the panic broke out in our country. As 
early as May, 1907, bank failures, hoarding of 
money and every general suspension of credit 
facilities were witnessed in Egypt, and London 
was hurrying along emergency shipments of 
gold to Alexandria, exactly as it hurried along the 
gold shipments to New York about six months 
later. At nearly the same time, bank failures and 
panicky conditions on the markets were happening 
in Japan. In almost every week of our own Octo- 
ber crisis, and on yet another continent, the pow- 
erful Banco Mobiliario of Valparaiso suspended 
payments, credit came to a halt in Chile, the cur- 
rency sank to a low level of depreciation, and the 
Chilian Government was forced to take measures 
of relief. Again almost simultaneously with our 
own crisis, panic broke out in Hamburg, Germany, 
carrying down two great commercial houses. 
Leading German financial experts pronounced the 
crisis the worst Hamburg had witnessed since 1857. 

One hardly needs add to this list such other minor 
crises as the temporary breakdown in credit in 
Genoa in the middle of 1907, and the panic at Co- 
penhagen, a few months after our own, which com- 
pelled the Danish Government to come to the rescue 
by guaranteeing the assets of banks then subject 
to arun by depositors. What this part of the his- 
tory of 1907 conclusively proves is that financiers 
and historians must look elsewhere than to Ameri- 
can legislation and American banking for causes of 
that year’s panic. European economic experts 
have not found it difficult to assign the cause; it was 
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indeed pointed out by the eminent Paris economist, 
M. Leroy-Beaulieu, even before the panic came. 
“That cause was the exhaustion, in a violent 
world-wide industrial expansion and an even more 
world-wide speculation, of the world’s accruing 
capital resources, and a consequent strain on credit 
which, throughout the financial world, approached 
the breaking point. With such a tension in the 
international chain of credit, the break was bound 
to come, either where the link was weakest or 
where the strain was greatest. The link was 
weakest in Chile and Egypt while the strain was 
incalculably the greatest in the United States, 
where speculation of an unheard-of rashness and 
magnitude had been raging for two years. The 
severity of the shock in all these localities, and the 
world-wide liquidation and reaction, in both finance 
and commerce which followed and which long pre- 
vailed, in Europe, Asia, Africa and South America, 
as well as in this country, were the logical and in- 
evitable outcome.” Moreover the greatest eco- 
nomic influences of the World War are still being 
experienced. ‘Therefore the necessity of studying 
foreign conditions and not simply conditions in 
only one country, is apparent. The description 
of events in 1929-1936, given in the latter part of 
Chapter VII shows this again in forceful fashion. 


PRODUCTION OF GOLD 


As to the effect of the production of gold, there is 
adiversity of opinion. That it is a subject of great 
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importance when a long period of years is con- 
sidered is admitted by all; but many deny that it is 
of such importance when considering a period of 
only afew years. The theory that as the supply of 
gold (which is used as a standard of value and a 
medium of exchange) increases, interest rates and 
commodity prices must immediately increase, is 
actively combated by many authorities. If there 
were no other possible causes at work affecting 
interest rates and commodity prices, this theory 
would be taken more seriously, especially as it 
would involve a general decline in bonds and all 
fixed interest obligations; but even then it would be 
obliged to stand the test of experience. 

The former editor of the Engineering and Mining 
Journal, Mr. Walter R. Ingalls, claims to have 
shown by statistics and graphic diagrams, that 
there has been no correspondence between the 
fluctuations in the gold supply and those in prices. 
Going back to the time of the first notable modern 
increase in gold production, he showed that for 
some years, beginning with 1851, there was an 
apparent parallelism, but there was a drop in prices 
after the crisis of 1857, and then a recovery and 
increase until 1864, though the production of gold 
was then falling off. After that prices declined 
until 1870, while the gold supply fluctuated within 
narrow limits; but in 1871 prices started up again, 
with gold production declining. During the fall in 
prices after 1873, there was an upward turn in the 
production of gold and by a peculiar perversity, in 
view of any theory of cause and effect, it fell off 
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again after 1879 as prices began to rise. The 
decline in gold production continued until 1883 
when there was another upward turn followed by a 
continued increase until 1896. The output was 
then more than double that of 1884 and the highest 
ever reached before that time; but during that 
period there was an almost continual decline in 
commodity prices, to contrast with the rise which 
took place, while the annual supply of new gold 
again doubled. This may not prove that the in- 
creased production of gold has had no effect upon 
its commercial value compared with the general 
mass of commodities, and consequently upon prices 
determined by its value as the standard of measure- 
ment and computation, but it does very conclu- 
sively refute the theory that the two things stand 
in the closest relation of cause and effect. There is 
certainly no close correspondence between them 
from year to year and the inevitable inference is 
that much more potent causes than the volume of 
gold in monetary use are at work in determining 
the course of prices. 

It is a question whether the demand for the use of 
gold as a basis of credit and exchange has not kept 
pace with the supply and prevented any absolute 
depreciation. Mr. Ingalls forcibly opposes the 
argument that the cost to capital and labor of pro- 
ducing gold has diminished and that available de- 
posits are on the increase, with cheapening methods 
of extraction. In connection with the question of 
increased demand, he took the increasing produc- 
tion of pig-iron as fairly representing the advance 
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made in industries and trade generally and showed 
both by figures and graphic diagrams that its in- 
crease has been relatively greater than that of gold. 

The general subject of gold has best been pre- 
sented in a book entitled ‘‘ The Story of Gold ” by 
Professor E. 8. Meade; while the theory that the 
rise in commodity prices is due to the increased 
production of the metal is well described in an old 
book entitled ‘Gold Supply and Prosperity,” 
edited by Byron W. Holt of New York City, who 
was generally recognized as one of the best in- 
formed men on this subject. Professor Irving 
Fisher has also given a great deal of study to this 
subject, and his book ‘“‘The Purchasing Power of 
Money,” and “Prices” by Geo. F. Warren and 
Frank A. Pearson, published by John Wiley & Sons, 
should be read by all who wish to be well informed 
concerning this important matter. Another book 
on this subject is ““How to Invest When Prices are 
Rising,” published by G. Lynn Sumner & Co., 
Scranton, Pa. 

Based upon the assumption that gold production 
was to increase for the next ten years at an average 
rate of not less than 5%, Mr. Holt arrived at the 
following fourteen conclusions: 

“(1). That the value of gold will depreciate as 
the quantity increases, though not, perhaps, at the 
same ratio. 

(2). That this depreciation will be measured by 
the rise in the average price level. 

(3). That rising prices will soon lead again to 
rising and higher interest rates. 
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(4). That, because of high interest rates, the 
prices of bonds and most other long-time obliga- 
tions drawing fixed rates of interest, dividends or 
income will again decline to low levels. 

(5). That, because of rising prices and high in- 
terest rates, the cost of materials and supplies will 
tend to decrease the net profits of all concerns the 
prices of whose products or services either cannot 
be advanced at all or are not free to advance 
rapidly. 

(6). That, because of rising prices, the net 
profits of all concerns that own their own sources 
of materials and supplies will tend to increase. 

(7). That, because of rising prices of commodi- 
ties, the market prices of all tangible property will 
tend to rise. This includes lands, mines, forests, 
buildings and improvements. 

(8). That, because of rising prices of com- 
modities and property, the prices of the stocks of 
corporations holding commodities or property will 
tend to advance. 

(9). That, because of rising prices and there- 
fore of cost of living, wages must and will tend to 
advance. 

(10). That, because wages and salaries will not 
rise as much or as fast as will prices and the cost of 
living, there will be dissatisfaction and unrest 
among wage and salary earners. 

(11). That, because of rising prices and property, 
there will be much speculation in commodities, 
stocks and real estate. 

(12). That, because of the great profits that will 
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result from speculation, honest industry will be 
discouraged and recklessness and extravagance will 
be encouraged. 

(13). That, because rising prices will decrease 
the purchasing power of debts, and thus aid debtors 
at the expense of creditors, they will discourage 
saving and thrift. 

(14). That, then, an increasing output of gold 
means rising prices, rising wages, high interest 
rates, the scaling of debts, speculation, unjust dis- 
tribution of earnings and wealth and general 
dissatisfaction and discontent.” 

These conclusions seem to follow each other 
logically, though their close connection is not 
wholly evident. The first two conclusions, being 
the more fundamental and important, Mr. Holt 
discussed as follows: 

“Tt is almost inconceivable that an increasing 
supply and output of gold, the standard and meas- 
ure of values, will not tend to raise prices. It is 
not asserted that a slight increase in the supply will 
cause prices to advance. The natural course of 
prices, especially of manufactured goods, is down- 
wards. To offset this cheapening tendency, due 
to invention and improvement, an increase of 
perhaps 2% a year in the supply of gold may be 
necessary. To offset the growing demand for gold, 
due to industrial expansion, an increase of perhaps 
1% more a year may be necessary. 

“ An increase of perhaps 3% a year in the world’s 
volume of gold, then, may be necessary to maintain 
stable prices. This being true, a smaller increase 
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than 3% will result in declining prices, and a greater 
increase will result in advancing prices of commodi- 
ties. An increase of 5% a year in the supply of 
gold then would cause prices to rise an average of 
2% a year, and an increase of 8% in the supply 
of gold would cause prices to rise an average of 5% 
a year.” 

As to whether Mr. Holt or Mr. Ingalls is correct, 
the reader must decide for himself. It is very 
generally admitted that a sudden increase in the 
supply of gold at certain times gives impetus to 
business activity, results in the conception of new 
ventures and indirectly is accompanied by an ad- 
vance in prices. This rising movement in prices of 
itself encourages speculation and the extension of 
credit to a dangerous degree. Large profits lead to 
waste and extravagance, which conditions are fol- 
lowed by a crisis and a period of depression. There- 
fore, it seems reasonable to admit that the over- 
production of gold is one factor causing increased 
prices, thus indirectly affecting business conditions; 
but it is very illogical to point to the production of 
gold as the only factor affecting prices and interest 
rates. In fact, an increase in credits of any form 
(that is, bank deposits subject to check), and 
especially an increase in the velocity of circulation 
of said moneys and credits, are also important fac- 
tors. The increase in population, the destruction 
of natural resources, industrial combination, labor 
unions, increased cost of agricultural lands and many 
other factors tend to increase the prices of com- 
modities, rates of interest and investment values. 
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Gold production is important and careful bankers, 
manufacturers, and merchants tabulate it monthly. 
In 1936 it surpassed 34 million ounces. At $35 
an ounce, this expands the world monetary supply, 
in dollars, at a faster annual clip than ever. From 
the Boer War to date, Transvaal output has in- 
creased remarkably. Around the period of the 
World War, for about 17 years, there were only 
slight increases, but output and recovery from 
hoarding old gold increased tremendously in the 
’thirties. 

Silver is tending to regain its monetary status of 
about a century ago. Yet the silver purchase 
program of the U. S. Government may not be ful- 
filled. In the Americas the silver output is expand- 
ing rapidly. A distant possibility is symetallism,— 
gold and silver in combination as a unit. In any 
event, output of precious metals is forging ahead, 
Russian gold production is estimated to be now 
‘approximating that of English owned mines. 
Most nations have re-valued their currencies. 
Based on quantity of money, therefore, commodity 
prices could forge ahead to unexplored regions,— 
cyclical forces are not diminishing. 

Without trying to guess the outcome of inflation- 
ary policies in the United States, a continued re- 
duction in the world’s gold production as we were 
having meant ultimately a reduction in price of all 
commodities not artificially supported; an ad- 
vance in price of bonds; a reduction in rate of 
interest on mortgages; lower wages in view of the 
consequent greater purchasing power of gold; and 
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a decline in price of stocks caused by the transfer- 
ence of investments from stocks to bonds. This 
last development might occur because of the great 
purchasing power of interest on bonds, the col- 
lapse of any inflation movement in stocks, and 
the investor’s preference for a safe investment. 
But the depression was carried so far that the sys- 
tem snapped, resulting in demands for inflation. 


COMMODITY PRICES 


One cannot do better, when studying this sub- 
ject, than to refer to the late Hon. Theodore E. 
Burton’s book entitled ‘‘ Crises and Depressions,” 
in which, among other things, he states: — 

“In the season of activity, which precedes a 
crisis, prices rise. This rise begins after the worst 
of the previous depression has been reached. At- 
tention has already been called to the fact that the 
rise in prices is unequal in different commodities. 
Iron and steel in their various forms, as well as 
other commodities required for construction, and 
those which supply new demands of consumption, 
show the most striking increases. During a de- 
pression, prices of these commodities fall first and 
most notably. The prices of other commodities 
do not fall so much or so early. In the preceding 
season of expansion they do not rise so much, and, 
in their rise as well as in their fall, they show, for 
the most part, only a remote effect of the activity 
or inactivity of the time. 

“ Asis well known, it is the tendency of prices of 
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iron and steel to reach and pass their maximum 
some time before the crisis occurs, though if the 
crisis be precipitated by an unexpected failure, the 
interval will be short or the high prices may con- 
tinue until the very outbreak of the crisis.* 

“In the United States, prior to the crisis of 
September 18, 1873, a low price level appeared in 
almost all grades of iron and steel in January, 1871. 
This was followed by a rapid and almost unbroken 
rise, culminating in the months of October and 
November, 1872. A maximum price of rolled bar 
iron, $118.72 at Philadelphia, was reached in Octo- 
ber, 1872. The price fell, with slight fluctuations, 
to $80.64 in September, 1873, the month of the 
crisis. 

“In the depression which followed the crisis of 
1873, prices of a majority of the varieties of iron and 
steel fell to a minimum in the latter part of the year 
1878, though steel rails and standard sections of iron 
rails fell to a minimum in the closing months of 
1877. The month of November, 1878, may, how- 
ever, be selected as the turning point. At that date 
No. 1 anthracite foundry pig iron had fallen to 
$16.50 per gross ton, less than one-third the price of 
September, 1872. 

“In the expansion which followed 1878, prices 
reached their maximum in the months of January, 
February and March, 1880; but the highest figures 
were maintained only for a very short time. An- 


* This is why the price of iron is tabulated each month — as a barometer 
for forecasting changes in general business; although —as will be seen 
from a chart in the earlier part of this book — commodity prices do not 
reach a minimum as a rule until one or two years after the stock market 
reaches its low point. 
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thracite foundry pig iron, which had fallen to 
$16.50 in November, 1878, rose to $41.00 in Febru- 
ary, 1880; rolled bar iron to $85.12 in the same 
month; steel rails to $85; cut nails to $5.25 in the 
months of February and March. After the month 
of March, 1880, there was a sharp decline, though 
interrupted by numerous fluctuations. A steady 
decline began after the closing months of the year 
1882, and continued until another minimum was 
reached in the summer of 1885. The crisis of 
May, 1884, occurred in the midst of this downward 
movement and seems to have exerted but little in- 
fluence upon the iron market. Anthracite foundry 
pig iron fell to $17.75 in the months of June, July 
and August of 1885 and then began to rise. Rolled 
bar iron fell to $40.30 in May of the same year, 
and then was quoted at $40.32 for the remaining 
months of the year. Steel rails fell to $26 in the 
month of April. 

“ After the minimum point in 1885, there was an 
upward movement continuing until the earlier 
months of 1887, the months of February and March 
of that year showing maximum prices in most varie- 
ties of iron and steel; this maximum was succeeded 
by a fall in the prices, which for most varieties 
reached a minimum in May and June, 1889. This 
minimum was followed for a short time by rising 
prices, which reached a maximum in 1890. In the 
two decades after the maximum prices of 1880, the 
trend of prices differed from that in the preceding 
decade. Fluctuations were much more frequent 
and for nearly eighteen years the general tendency 
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was downward, though interrupted by brief revivals 
in prices in the years 1882, 1886, 1887, 1890 and 
1895. Therise in price which occurred in 1887 and 
other years proved to be greater than the increased 
demand would sustain. The general statement 
may be made that during this long period between 
1880 and 1897, in fact until 1898, for there was only 
a slight rise in that year and the average price of 
several forms was less than in 1897, the demand 
did not keep pace with the increasing supply, and 
improvements in production were constantly exert- 
ing their influence. The increase in price in the 
United States in 1887 was greater than in other 
countries. The reason for the difference may be 
found in the exceptional demands in the year 1887, 
in which year occurred the most extensive railway 
building and the greatest consumption of steel 
rails. There was an exceptional deficiency in the 
home supply. There was also a revival of general 
activity in this country, the effect of which was 
conspicuous. It should be further noted that the 
crisis of this decade was much less severe than that 
of 1873, and the downward movement succeeding 
it, though long continued, manifested less decline 
in prices. 

“‘ After the high prices of 1890, there was a fall 
which continued until the month of July, 1897. 
This fall was more uniform than those after 1880 
and 1887. It was interrupted only by a temporary 
revival beginning after April, 1895, and continuing 
until the latter part of the year.” 

Beginning in July, 1897, prices show an upward 
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tendency, but increases were slight until the begin- 
ning of 1899; then there was a very rapid rise until 
the latter part of the year, which continued, with 
the exception of a very slight setback in 1903, to 
the depression of 1907-8. 

Again the improved conditions of 1909-10 were 
preceded by a remarkable increase in the price and 
production of iron, followed later by an increase in 
the production of copper and other commodities. 
From the high point of 1909-10, prices of iron 
and steel declined again to a low point in 
December, 1911, followed by a rapid advance in 
1912. 

The depression of 1914 was nipped at about 
50% of its progress by the declaration of the World 
War. At the outset it was believed that the War 
would soon be over so that commodity prices did 
not respond immediately. As the destruction of 
property and war requirements increased and con- 
tinued for years, commodity prices again advanced 
as they had during the Napoleonic Wars and the 
Civil War. Immediately after the War the de- 
mand for satisfaction of personal needs which had 
been held in abeyance for four years, and the con- 
current credit inflation for floating government 
bonds led to peak prices in 1920. Credit liquida- 
tion, however, was soon resumed leading to the 
precipitate decline in the latter half of 1920 and 
the first half of 1921. A plateau of rather wide 
fluctuations was established thru 1929,—the long 
term declining tendency being temporarily checked 
by extremely active business. 


192 BUSINESS BAROMETERS 


As soon as a shock to the entire inflated security 
structure took place, the normal forces of lower 
costs and forced sales of limited international prod- 
ucts to the United States, for the purpose of ob- 
taining credit balances for the remittances on debts, 
caused such commodity prices to go to levels rela- 
tively far below those of manufactured products. 
The decline continued of that nature and was very 
rapid during the spring of 1932, the final dip tak- 
ing place in the winter from 1932-1933. An 
extremely rapid increase took place in international 
commodities as the United States currency depre- 
ciated in terms of currencies still on a gold redemp- 
tion basis. 

In the examination of these price movements 
several marked tendencies appear: 


“(1). The interval between the date of the maxi- 
mum prices and the succeeding crisis is longer in 
the later years. This interval continued for a few 
months prior to the crises of 1825 and 1837, nearly 
a year prior to that of 1873, and several years prior 
to the crises of 1884 and 1898. This longer interval 
may be explained by the greater ability to carry 
accumulated stocks in expectation of a rise, the 
larger influence of speculation, and the absorption 
whenever prices decline, of larger quantities by the 
market now existing.” 


These influences explain another tendency, viz.: 
(2). In later years fluctuations are more fre- 


quent. In the period after the downward price 
movement has commenced the market price breaks 
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and then is restored again. It is evident that 
abundant capital for construction is waiting for 
investment and even in case of a slight decline, pur- 
chases are large and tend to bring prices to the 
former level. 

“(3). Since 1873 the maximum price reached in 
each upward swing tends to be less than that in 
the preceding rise. This is due to invention, to 
the lower cost of manufacturing on a large scale, 
and improvements of transportation. This ten- 
dency to lower prices is a part of the progress of 
the time and an essential feature in each depres- 
sion. 

(4). The upward movement of prices continues 
for a much shorter time than the downward move- 
ment. The upward movement preceding the maxi- 
mum of October and November, 1872, continued for 
one year and nine months. The succeeding down- 
ward movement lasted until November, 1878, or 
Six years and one month. Then an upward move- 
ment continued until February, 1880, or one year 
and three months; the succeeding downward move- 
ment lasted approximately five and one-half years, 
to the summer of 1885, to be followed by a rising 
movement interrupted in the United States in 1888 
and 1889, of four and one-half years, or until 
January, 1890. It is to be noticed, however, that 
the rise in most grades of iron and steel for a year 
after the summer of 1885 was very slight. After 
January, 1890, the downward movement continued 
for seven and one-half years, to July, 1897, when 
prices for a year were almost stationary, to be fol- 
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lowed by rising prices, which continued until the 
end of 1899 or less than a year and a half. 

(5). The rapid rise which precedes a maximum 
price rarely continues for more than a year. If we 
take anthracite and Bessemer pig-iron as the best 
standard, it will be noticed that prior to the maxi- 
mum price of anthracite, September, 1872, prices 
rose from $37 in January of that year; prior to the 
maximum of $41 in February, 1880, prices had risen 
rapidly from $20.75 in August, 1879, or for six 
months; priorto the maximum of $19.90 in January, 
1890, there was a rise from $17 in May, 1889, or for 
eight months; prior to the maximum of $25 for 
Bessemer pig-iron in December, 1899, there was a 
rapid rise from $11 in January of the same year, or 
for eleven months. In many respects, the rise in 
1899 was the most remarkable of all, because it had 
been considered by iron manufacturers in the pre- 
ceding years that the equipment for production was 
sufficient to properly meet any increase of demand, 
and yet the rapid rise in that year was unprece- 
dented. The great increase in the price of iron and 
steel in that year, with the steady increase in pro- 
duction after 1894, proves the more general use of 
these products for a greater variety of purposes 
and over an enlarged area.” 

For a general study of prices, a reliable index 
should be tabulated or plotted and kept up to 
date. During that portion of the Major Com- 
modity Swing when the price trend is upward, it 
will be noticed that the fall after a year of panic, 
curtailment and depression is usually considerably 
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less than the preceding rise. For this fact there 
are several reasons: 

First. The continuous increase in the amount 
of active circulating medium. In normal condi- 
tions money is valued only as a means of purchasing 
goods. A certain amount must be kept as “ till- 
money ” and for bank reserves. People only hoard 
money when they become frightened. Hence, an 
increased supply of money is ordinarily reflected in 
an increased demand for goods, resulting in higher 
prices (since there is no corresponding increase in 
the supply of goods offered). 

The output of gold which is being supplied at the 
rate of over one million dollars per day* is directly 
responsible for much of the steady increase which 
has taken place in the world’s stock of money. 
Indirectly, it forms the basis for credit expansion, 
the effect of which is even more important. The 
financial history of the past sixty years has been 
characterized by a great expansion in the use of 
credit instruments. Bank notes, treasury notes 
and bank deposits, subject to check, act as a me- 
dium of exchange and thus perform the functions 
of money. Most checking deposits are created by 
loans made to enable the borrower to purchase 
goods, and therefore this credit money has the 
same effect on prices as the same amount of specie. 

Second. Another effect in maintaining high 
prices is the growing pressure of population on the 
land supply. The best mining and agricultural 


*See Prof. Irving Fisher’s studies on the change in the purchasing 
power of the gold dollar. 
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opportunities of the new world have been occupied. 
The insistent demand for raw material to clothe, 
feed, house, educate and amuse the steadily in- 
creasing population is continually forcing resort to 
less advantageous sites. These yield their product 
only at a higher cost per unit. 

A given area of land can be made to yield more 
grain per acre only by the use of more fertilizer 
or more thorough cultivation. After a certain 
point is passed, additional product per acre can 
be obtained only at a disproportionate additional 
outlay in labor or capital, or both. This will not 
be undertaken unless the price of the products 
is sufficient to justify it. The resort to poorer 
lands, and lands farther from the market will be 
undertaken only under the same condition. 

Broadly speaking, mining, the other great de- 
partment of extractive industry, is governed by the 
same general principle. It is true that new and 
rich ore deposits are discovered from time to time, 
but the operation of extracting the product from 
known mines proceeds in a manner practically 
similar to the method of agriculture. Those de- 
posits are worked first that can be worked at the 
lowest per-unit cost, and as these are exhausted, 
it becomes necessary to dig deeper into the ground, 
to extend operations to less easily accessible terri- 
tory, or to resort to poorer grade of ore. Increas- 
ing demand is thus constantly forcing prices to 
higher levels. 

Third. The maintenance of high prices is in 
part due to the rise of the standard of living which 
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a period of increasing wealth first produces, and 
then establishes with a resisting power that even 
in times of depression resists with a new force 
any recession in its newly gained advantages. 

Fourth. There is a final factor behind existing 
price levels in the forms of the wastes due to war 
and the maintenance of great armaments, and in 
the millions of misdirected capital which have 
helped to enhance the costs of profitable production. 

Therefore, the price of commodities is one of the 
best of business barometers and all merchants and 
bankers systematically tabulate each month the ‘Index 
Number” compiled by Bradstreet or others, supple- 
mented with figures on the price of tron, copper, cotton, 
etc. Such figures especially interest bankers since 
much more money is needed to finance a given volume 
of business with high prices than with low prices. 
Therefore, an increase in interest rates usually follows 
a decided advance in commodity prices. 

However, as we brought out in Chapter II, a 
reversal in the long time trend was started in 1920, 
and when studying commodity prices since that 
date this fundamental fact must be kept in mind. 

A scientific discussion of prices may be found 
in Prof. Irving Fisher’s book, entitled ‘‘ The Pur- 
chasing Power of Money,” published by Macmillan 
& Co., New York, also in ‘Prices’? by Messrs. 
Warren and Pearson, as above mentioned in the 
chapter on Gold. 


CHAPTER VI 


STOCKS, NEW SECURITIES, CROPS AND OTHER 
PRODUCTION, RAILROAD EARNINGS, POLITI- 
CAL AND SOCIAL FACTORS. 


HERE are three features in connection with 
T the New York Stock Exchange which are 
of value in forecasting business conditions. 
They are as follows: 
1. The Quotations. 
2. The Transactions. 
3. The New Securities listed. (See section 
entitled “‘ New Securities,”’ page 203.) 


QUOTATIONS 


When studying the quotations, only a long pe- 
riod of time showing the general tendency should be 
considered. ‘The fluctuations from day to day are 
of no value whatever, nor are the swings covering 
only a period of a few weeks. A study of the 
general tendency of the market, however, is of con- 
siderable value in forecasting business conditions. 

If the highest point of each successive swing is 
higher than the high point of the preceding swing, 
and if the low point of each successive swing is 
not so low as that of the preceding swing, then 
the tendency of the market is upward. If the last 
high point and the last low point are lower than the 
high points and low points of earlier periods, then 
the tendency of the market is downward. 

In order to study this matter intelligently, a plot 
should be made of the average prices of the leading 
railroad and industrial stocks. For many years 
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the rails were the leading stocks in the market and 
their fluctuations best indicated the market trend. 

The Wall Street Journal publishes averages which 
are widely used as indicating the trend of the mar- 
ket. This list now contains the following 30 
industrial stocks, 20 railroad stocks, and 20 pub- 
lic utility stocks. 


Industrials. — Allied Chemical; Am. Can.; Am. Smelting; 
Amer. Tobacco B; Bethlehem Steel; Chrysler; Corn Prod- 
ucts; DuPont de Nemours; Eastman Kodak; General Elec- 
tric; General Foods; General Motors; Goodyear; Interna- 
tional Business M.; Internat’l Harvester; Int’l Nickel; Johns 
Manville; Loew’s Inc.; Nash-Kelvinator; National Distillers; 
National Steel; Procter & Gamble; Sears Roebuck; Standard 
Oil of Cal.; Standard Oilof N.J.; Texas Corp; Union Carbide; 
U.S. Steel; Westinghouse Electric; Woolworth. 


Railroads. — Atchison; Atlantic Coast Line; Balt. & Ohio; 
Canadian Pacific; Ches. & Ohio; Del. & Hudson; Del. Lac. & 
W.; Erie; Great Northern Pfd.; Illinois Central; Louisville 
& Nashville; N. Y. Central; N. Y., Chic. & St. L.; New 
Haven; Norfolk & W.; Northern Pacific; Pennsylvania; 
Southern Pacific; Southern Rwy.; Union Pacific. 


Publie Utilities—Am. & Foreign Power Co., Inc.; Am. 
Gas & Elec.; Am. Pr. & Light; Am. Tel. & Tel.; Am. Water 
W.; Brooklyn Union; Columbia Gas; Com. & South’n Corp.; 
Cons. Edison; Electric P. & L.; Engineers P. 8.; Inter. Tel. & 
Tel.; Nat’1P. & L.; Niagara Hudson; North American; Pacific 
Gas & E.; Public Service N. J.; So. Cal. Edison; Standard 
Gas; Western Union. 

As an aid in determining the tendency of the 
market, merchants make a dot at the center of 
each movement, or midway between the high point 
and the low point of each main swing. These dots 
are then connected with a line and this line shows 
at a glance the tendency of the market. 

When two or three plots are made, it is interest- 
ing to compare a railroad plot with one for in- 
dustrials. Up until about 1911 or 1912 the railroad 
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quotations almost always preceded the industrials 
either up or down. Since that time, however, the 
reverse has been true. Space does not permit a 
detailed account of the reasons for the change, so 
it must suffice to state that a change in conditions 
may sometimes be discerned more quickly by 
having the two plots, one for railroads and the 
other for industrials, than if both are averaged 
together on the one plot. 

A chart of bond prices is essential to obtain a 
correct perspective of financial conditions in the 
very important field of long-term interest rates, 
the supply of loanable funds for long term, the 
margin of profit in industry, and other economic 
considerations. The curve on the Babsonchart, 
consisting of 60 high and medium-grade bonds is 
plotted by means of an inverted scale for the yield 
of these bonds. This results in a curve which 
swings as would a curve of bond prices, but still 
permits reading the figures on the basis of interest 
yield Low prices or high yields indicate the 
scarcity of funds to be lent for a long period of time 
such as for construction and relatively permanent 
capital expenditures. The interest rate for short- 
term funds, such as call money on the New York 
Stock Exchange or loans from banks for a short 
term may at times be very different from the rate 
for long-term loans as represented by bonds. 

Usually, a change in the bond market precedes 
a change in the stock market. The New York 
Times publishes a useful average of the prices of 
50 stocks and 40 bonds. 
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If considered in a conservative manner, the 
tendency of the stock market is very interesting to 
merchants when endeavoring to forecast business 
conditions. This is due to the fact that a change in 
the stock market is often the first visible sign of a 
change in general business conditions. Railroad 
earnings are absolutely dependent upon business 
conditions, and stock market quotations are de- 
pendent upon anticipated earnings. But a very 
large surplus of money seeking investment may 
hold the stock market for many months at a level 
resulting in yields out of line with the risk involved. 
However, a rising market over a certain period of 
time means that the majority of operators believe 
that fundamental conditions are more sound, while 
a falling market means that these operators believe 
that fundamental conditions are unsound and un- 
satisfactory. This is the reason why the stock 
market often tends to go down while railroad 
earnings are increasing, and often tends to go up 
while railroad earnings are still decreasing. There- 
fore, the one who makes the most is not only the 
one who guesses right, but the one who makes the 
right guess first. Hence stock market movements 
usually have been the first public sign of a change 
in fundamental business conditions. All plots 
of prices should, however, be supplemented by a plot 
of what the given stocks yield in order to allow for the 
changes in dividend rates. 

TRANSACTIONS 

A study of “ Quotations,” without due consid- 

eration of ‘“ Transactions,” is of little value, be- 
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cause a rising market, during which only a few 
shares change hands, means very little, as such 
a market may be the result of manipulation. In 
the same way a falling market, when only a few 
shares change hands, may mean very little. In 
order to reach a correct conclusion, the “ quota- 
tions ”’ should be considered in connection with the 
** volume.” 

The volume of transactions is usually largest at 
about the culmination of a long-swing bull move- 
ment, and during severe liquidation. Between 
these points, however, the variations in volume are 
less significant. It is believed by many market 
traders that, in the trading from day to day, when 
the volume of transactions diminishes as prices fall 
off, and then increases as prices rise, that this 
shows the real trend of the market to be upward. 
On the other hand, when the volume is heaviest 
on the down grade and lighter on the rallies, a 
general decline may be expected. 

There is probably some truth in this idea, but 
such matters are subject to manipulation to such 
an extent that one can never safely trust to such 
surface indications. Manipulation is always pres- 
ent, and there are always pools and individual 
operators trying to put the market up or down 
as suits their interest. Certain of these are said 
at times to control the market. Though hard 
to prove, this is probably true as regards many of 
the minor movements and short swings. 

Yet no pool or group of operators, however 
strong, can hold up a market indefinitely, when 
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fundamental conditions are against them, nor can 
they prevent a rise (though they may delay it) 
when fundamentals are right for a real improve- 
ment. Of course those operators who foresee 
aright and who conduct their operations in har- 
mony with fundamental conditions reap great 
profits, and in the popular gossip are often credited 
with causing the movement. The merchant or 
investor, or the conservative speculator, basing 
his purchases and sales on a careful study of funda- 
mental statistics, had better not worry himself 
trying to solve the mysteries of manipulation. 


NEW SECURITIES 


The reason for studying the subject of ‘“ New 
Listings ’’ may be understood by a review of the 
three following laws of economics: 


1. During a Period of Over-expansion, as the 
number of new companies, new promotions and new 
securities listed increases, the danger of a reaction in- 
creases and the time between said Period of Over- 
expansion and afuture Periodof Depression decreases. 


2. When the number of new promotions, new com- 
panies and new listings 1s at a minimum, financial 
depression is sure to be reaching an end. 


3. As the number of new companies, new promo- 
tions and new listings increases from a minimum, the 
gradual increase is a sign of improved conditions until 
the normal number of new companies, new promo- 
tions and new listings is reached, after which an in- 
crease again becomes a source of danger. 
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Out of the entire list of fundamental statistical 
tables of which this book treats, this particular 
one, “The Number of New Companies and 
New Promotions” is the one by which it was most 
clearly possible to forecast the panic of 1903. For 
this reason this panic was said to be due to “undi- 
gested securities’ and was known as “The Rich 
Man’s Panic.” 

Of course one cannot rely upon the study of this 
one subject, as many panics have taken place when 
the figure for ‘“‘ New Securities” has been normal 
and the change in conditions could only have been 
forecasted by a study of the other subjects. In 
fact, the difficulty in studying this subject is that 
the figures remain very constant for a long period 
of time, and it is only the great movements up or 
down which are of any use. 

Under normal conditions a study of this subject 
is of little value, but it is most useful under ab- 
normal circumstances. If we are in a period of 
depression and we reach a period where no new 
companies are incorporated and there are absolutely 
no new promotions or listings, we may be sure of 
better conditions in the near future. Conversely, 
if we are in a period of prosperity and there are an 
abnormally large number of promotions, an abnor- 
mally large number of new corporations being 
formed and new securities being listed, we may be 
sure that trouble will come. This usually comes 
first in the form of tight money, followed immedi- 
ately by a decline in the bond and stock markets, 
and later by a period of business depression. 
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The following figures on corporate securities 
clearly show this, particularly in connection with 
the panic of 1929: 


Stocks: Total Value Bonds: Total Value 
Including New Capital, Including New Capital, 
Year Old and Refunding Issues Year Old and Refunding Issues 
1885 $56,913,116 1885 $197,259,000 
1886 329,469,350 1886 238,097,690 
1887 270,053,550 1887 343,477,321 
1888 248,298 275 1888 511,002,218 
1889 259,649,774 1889 389,720,000 
1890 437,992,330 1890 684,867,879 
1891 188,914,954 1891 287,645,700 
1892 237,036,105 1892 317,861,500 
1893 198,245,261 1893 288,803,400 
1894 251,193,003 1894 309,804,600 
1895 143,373,970 1895 257,275,400 
1896 590,732,215 1896 582,286,700 
1897 502,974,891 1897 357,415,902 
1898 528,153,996 1898 700,064,680 
1899 704,172,605 1899 525,384,240 
1900 620,935,000 1900 443,713,000 
1901 1,642,013,715 1901 923,010,100 
1902 784,032,595 1902 533,519,300 
1903 426,890,295 1903 581,288,800 
1904 175,866,800 1904 535,079,600 
1905 533,434,900 1905 980,026,650 
1906 662,769,450 1906 571,898,500 
1907 576,032,050 1907 420,813,000 
1908 513,927,450 1908 872,958,000 
1909 1,325,526,485 1908 —_1,098,956,500 
1910 1,239,501,545 1910 808,162,500 
1911 643,614,830 1911 580,834,400 
1912 1,161,030,790 1912 654,977,750 
1913 611,993,230 1913 648,066,100 
1914 571,786,360 1914 488,993,000 
1915 939,326,240 1915 541,192,300 
1916 967,161,758 1916 862,706,000 
1917 1,481,285,345 1917 990,834,000 
1918 312,024,647 1918 227,634,700 
1919 1,573,100,000 1919 1,166,400,000 
1920 1,100,300,000 1920 1,865,300,000 
1921 290,000,000 1921 2,100,700,000 
1922 673,400,000 1922 2,390,800,000 
1923 735,900,000 1923 2,496,800,000 
1924 866,400,000 1924 2,97 2,300,000 


Note:—This table does not include government bonds. 
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Stocks: Total Value 
Including New Capital, 
Year Old and Refunding Issues 


Bonds: Total Value 
Including New Capital, 
Year Old and Refunding Issues 


1925 $1,310,900,000 1925 $3,427,200,000 
1926 1,317,700,000 1926 3,981,600,000 
1927 1,773,400,000 1927 5,546,000,000 
1928 3,626,200,000 1928 4,191,500,000 
1929 6,921,500,000 1929 3,104,900,000 
1930 1,567,200,000 1930 3,904,900,000 
1931 343,131,373 1931 1,840,773,800 
1932 24,035,045 1932 405,844,800 
1933 152,605,624 1933 138,491,500 
1934 34,601,349 1934 ' 287,038,100 
1935 150,830,990 1935 2,066,058,650 
1936 567,904,081 1936 4,001,271,600 


AGRICULTURAL PRODUCTION AND MARKETINGS 

In studying agricultural production and market- 
ings, it is important to distinguish between the 
physical volume of the output and the value there- 
of in dollars. History shows that sometimes in a 
year of crop failure, farm income in total has been 
larger than in years of bountiful harvests. The 
price factor is often of dominating importance in 
the farmers’ financial returns. 

This subject does not now hold the same rela- 
tive importance in the study of Fundamental 
Statistics that it once held when statistics on other 
topics were less carefully compiled. But the con- 
dition of the standing crops will always be inter- 
esting and valuable as a barometer inasmuch as 
the full annual harvest of the grains and cotton is 
one of the factors at the bottom of American busi- 
ness prosperity. Of all subjects studied by the 
merchant and investor it is the only one which the 
government attempts to forecast. Figures on 
banking conditions, labor conditions, imports and 
exports are accumulated by the government and 
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are valuable as a matter of history; but for none of 
these subjects is there any official attempt to use 
the figures for forecasting conditions. 

But in the subject of crops, not only does the 
government publish a report on their amount and 
condition in various stages from planting to the be- 
ginning of harvest, but it makes a prediction for the 
benefit of business interests of what the total crop 
is ikely to be. It has been well proved that this 
forecast made by the government is better than 
any forecast which at the present time can be made 
by any association of merchants or bankers inde- 
pendently. 

For this reason the method of compiling and 
distributing these forecasts should be clearly under- 
stood and the following is a detailed explanation 
thereof: 

The title of the Bureau in charge of the prepa- 
ration of crop reports is the ‘‘ Bureau of Agricul- 
tural Economics.’’ This Bureau has been formed 
by a consolidation of three former branches of the 
Department of Agriculture: ‘The Bureau of 
Markets; the Bureau of Crop Estimates; and the 
offices of Farm Management. The former Bureau 
of Crop Estimates is now the Division of Crop and 
Livestock Estimates and continues the work of pre- 
paring the Government crop and livestock reports 
with, as formerly, a field force to collect information 
and an office force of tabulators and computers. 

Statistical information concerning crop produc- 
tion and livestock that is collected by the slow 
and exact methods of a census is generally not given 
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to the public until after the crops enumerated are 
harvested and marketed and the immediate inter- 
est in it has passed away. Prices of agricultural 
products are primarily governed by the law of 
supply and demand; therefore early information 
concerning the supply is of value to all. Those 
who produce and those who consume are vitally 
interested as well as the dealer who stands between 
them. The relations and mutual interests of agri- 
culture, manufacture, and commerce demand that 
there should be published at brief intervals during 
the crop season reliable information on the condi- 
tion, acreage, production, and value of the princi- 
pal crops, by States and agricultural areas. 

As commerce consists largely in an exchange of 
the products of agriculture and manufacture among 
their respective producers, commerce thrives as 
the farmer and the factory operative prospers. 
Some individuals, however, do not always regard 
the common welfare, and injurious commercial 
speculations occur when ignorance prevails concern- 
ing the condition of our crops and the true rela- 
tions of supply and demand. At such times the 
farmer often does not obtain just prices, while the 
consumer derives no benefit and business is inju- 
riously affected. The consequences of false re- 
ports concerning the condition and prospective 
yield of the cotton crop alone may be very injurious. 
If there were no adequate government crop-report- 
ing service, and by misleading reports speculators 
should depress the price a single cent per pound, the 
growers might lose $70,000,000 or more; if the 
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prices were improperly increased, the manufac- 
turers and allied interests would be affected to a 
proportionate degree. All interests therefore de- 
mand that the true condition of crops should be 
made known promptly, and harmful speculation 
discouraged. 

The Bureau of Agricultural Economics issues 
each month detailed reports relating to agricultural 
conditions throughout the United States, the data 
upon which these facts are based being obtained 
through a special field service, and through a large 
body of voluntary correspondents composed of the 
following classes: county correspondents, township 
correspondents, field aids, individual farmers, and 
special cotton correspondents. 

The field service relating to crop reporting has 
forty offices in different parts of the country with 
an agricultural statistician in charge of each. It 
has also a number of assistant agricultural statis- 
ticians, livestock statisticians and investigators, 
truck crop specialists, etc. These officials are es- 
pecially qualified by statistical training and prac- 
tical knowledge of crops. They systematically 
travel over their territories, carefully note the de- 
velopment of each crop, keep in touch with the 
best informed opinion, and render written and 
telegraphic reports monthly and at such other 
times as required. Each statistician has a large 
number of crop reporters in his state or territory 
who report to him monthly or oftener on crop 
conditions, etc. 

There are approximately 2,800 counties of ag- 
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ricultural importance in the United States. In 
each of these counties the Department has a prin- 
cipal county correspondent who maintains an 
organization of several assistants. These county 
correspondents are selected with special reference 
to their qualifications and constitute an efficient 
branch of the crop-reporting service. They make 
the county the geographical unit of their reports, 
and after obtaining data each month from their 
assistants and supplementing these with informa- 
tion obtained from their own observation and 
knowledge, report directly to the Department at 
Washington. 

In the townships and voting precincts of the 
United States in which farming operations are 
extensively carried on, the Department has town- 
ship correspondents who make the township or 
precinct the geographical basis of reports, which 
they also send directly to the Bureau of Crop 
Estimates each month. Finally, at the end of the 
growing season, a large number of individual 
farmers and planters report on the results of their 
own individual farming operations during the year; 
and valuable data are also secured from about 
30,000 mills and elevators. 

With regard to cotton, all the information 
secured from the foregoing sources is supplemented 
by that furnished by special cotton correspondents, 
embracing a large number of persons intimately 
concerned in the cotton industry, and, in addition, 
inquiries in relation to acreage and yield per acre 
of cotton are addressed to the list of cotton ginners 
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through the courtesy of the Bureau of the Census. 

Eleven monthly reports on the principal crops 
are received yearly from each of the agricultural 
statisticians, crop specialists, county correspon- 
dents, and township correspondents, and one re- 
port relating to the acreage and production of 
general crops is received during the year from 
individual farmers. 

Six special cotton reports are received during 
the growing season from the cotton crop specialists, 
agricultural statisticians, the county correspon- 
dents, and from township correspondents. The 
first and last of these reports relate to the acreage 
and production from individual farmers, special 
correspondents, and cotton ginners. 

The general reports for January and February 
are combined on one schedule and relate to the 
number and value of farm animals. 

The general report for March relates to the 
stock of grain in farmers’ hands. The percentages 
of the last year’s crops of corn, wheat, oats and 
barley remaining on the farms and shipped out of 
the county where grown and the percent of the last 
year’s corn crop that was of merchantable quality. 

Reports on the condition of the crops of the 
year begin with the April report, when the con- 
dition of winter wheat and rye is dealt with, the 
number of breeding sows and the supply of farm 
labor, and the condition of pastures. 

The report for May comes at a time when few 
of the crops are sufficiently advanced for their 
condition to be reported upon; consequently the 


212 BUSINESS BAROMETERS 


inquiries relative to condition apply only to winter 
wheat, rye, meadow mowing lands, and spring 
pasture. This schedule also deals with the portion 
of the original acreage sown to winter wheat, if for 
any reason, any has been or will be abandoned, the 
percentage spring plowing and planting and sow- 
ing done, and contains inquiries with regard to the 
mortality and condition of livestock. 

The schedule for June deals with the acreage 
of five crops, the most important of which is spring 
wheat. It also covers the condition of wheat, oats, 
barley, rye, all hay, alfalfa, clover, spring pastures, 
apples, peaches, pears, berries, field peas and beans, 
cabbages, onions, melons and sugar beets. 

The July schedule deals with the acreage of 
corn, potatoes, tobacco, and timothy, flax, rice and 
sorghum cane for syrup; the stocks of wheat in 
farmers’ hands; the average condition of all the 
principal crops, fruits, vegetables and spring pas- 
tures, and the average weight of wool per fleece. 

The August schedule deals with the average 
yield of winter wheat, rye and clover hay per acre, 
acreage of buckwheat and hay, the condition of the 
principal crops, vegetables and fruits, the quality 
of clover hay, and the stocks of oats and barley in 
farmers’ hands. 

The September schedule deals with the condi- 
tion when harvested, of spring wheat, oats and 
barley; the acreage of clover seed; the production 
and quality of peaches; the average yield per acre 
of hay (tame, wild, timothy and alfalfa), the con- 
dition of the principal crops, fruits and vegetables 
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and the number and condition of stock hogs on 
hand for fattening. 

The October schedule deals with the average 
yield per acre of spring wheat, oats, barley, alfalfa 
seed, field beans, cabbages, onions and broom 
corn, the quality of spring wheat, oats and barley, 
the condition at time of harvest of buckwheat, 
tobacco, rice, flaxseed and clover seed, the condi- 
tion of the principal growing crops including corn, 
buckwheat, grain sorghum, sorghum cane for syrup, 
peanuts, apples, pears and grapes. 

The November schedule deals with the aver- 
age yield per acre of corn for grain, corn for silos, 
buckwheat, potatoes, tobacco, flaxseed; clover and 
grain sorghum, cranberries and peanuts, the percent 
of the corn crop that was of merchantable quality 
and the percent of the last year’s corn crop remain- 
ing on the farms; the quality of buckwheat, po- 
tatoes, tobacco, flaxseed, apples, grapes, pears, 
cranberries and peanuts; the per cent of potatoes 
grown for market; the total production of apples, 
grapes, pears and cranberries in a percent of a full 
crop and the percent of plowing done for spring 
crops in a percent of the usual. The average 
weight per measured bushel of wheat, oats and 
barley is also dealt with. 

The December schedule deals with the produc- 
tion and farm prices of all the principal crops, 
and the acreage of winter wheat and rye sown for 
the crop of the following year, and also with the 
condition of winter wheat and rye. It also deals 
with the percent of the apple crop that has been 


214 BUSINESS BAROMETERS 


shipped; of the county where grown; the yield per 
acre of the various straws; the percent of all farm 
lands plowed in the fall; the wage of male farm 
labor; the average number of cords of firewood 
cut on the farm during the year and the average 
number of cords burned on the farm. 

In addition to the foregoing, the reports during 
the past few years have been extended to include 
condition figures of many small fruits, vegetables 
and minor products. Information in regard to 
such products has been urgently requested, and as 
a basis for comparison has now been satisfactorily 
established, the reports are received with interest 
and favorable comment. 

Previous to the preparation and issuance of the 
Bureau’s reports each month, the correspondents 
of the several classes send their reports separately 
and independently to the Department at Wash- 
ington. 

In order to prevent any possible access to re- 
ports which relate to speculative crops, and to 
render it absolutely impossible for premature in- 
formation to be derived from them, all of the reports 
from the aforesaid agricultural statisticians are 
sent to the Secretary of Agriculture in specially 
prepared envelopes addressed in red ink with the 
letter “‘ A’ plainly marked on the ends. By an 
arrangement with the postal authorities these 
’ envelopes are delivered to the Secretary of Agri- 
culture in sealed mail pouches. These pouches 
are opened only by the Secretary or Assistant 
Secretary, and the reports, with seals unbroken, 
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are immediately placed in the safe in the Secre- 
tary’s office, where they remain sealed until the 
morning of the day on which the reports are 
issued, when they are delivered to the Statistician 
by the Secretary or the Assistant Secretary. The 
combination for opening the safe in which such 
documents are kept is known only to the Secretary 
and the Assistant Secretary of Agriculture. Re- 
ports from those agricultural statisticians residing 
at points more than 500 miles from Washington 
are sent by telegraph, in cipher. Those in regard 
to speculative crops are addressed to the Secretary 
of Agriculture. 

Reports from the field service in relation to 
non-speculative crops are sent in similar envelopes 
marked ‘“B,” which go to the Bureau of Crop 
Estimates, and are kept securely in a safe until 
the data contained in them are required by the 
Statistician in computing estimates regarding the 
crops to which they relate. The reports from the 
county correspondents, township correspondents 
and other voluntary agents are sent to the Chief 
of the Bureau of Crop Estimates by mail in sealed 
envelopes. 

The plan of intrusting the final preparation 
of reports to a Crop Reporting Board has been con- 
tinued, and after years of trial it has been demon- 
strated that such is a satisfactory method. It re- 
lieves one man of the strain and responsibility, and 
secures the benefits of consultation and a consensus 
of judgment of men who have been on the ground. 

The Crop Reporting Board is composed of the 
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Chief of Bureau as chairman, and four other mem- 
bers, whose services are brought into requisition 
each crop-reporting day from among the statis- 
ticians and officials of the Bureau, and the agricul- 
tural statisticians who are called to Washington 
for the purpose. 

The board’s personnel is changed somewhat 
each month. Meetings are held in the office of the 
Statistician, which is kept locked during sessions, 
no one being allowed to enter or leave the room or 
the Bureau, and all telephones being disconnected. 

When the board has assembled, reports and 
telegrams regarding speculative crops from the 
agricultural statisticians which have been placed 
unopened in a safe in the office of the Secretary 
of Agriculture are delivered by the Secretary, 
opened and tabulated. The reports, by States, from 
the several classes of correspondents and agents 
relating to all crops dealt with are brought together 
in convenient parallel columns on final tabulation 
slips. The board is thus provided with several 
separate estimates covering each State and each 
separate crop, made independently by the respec- 
tive classes of correspondents and agents of the 
Bureau, each reporting for a territory or geo- 
graphical unit with which he is thoroughly 
familiar. 

Abstracts of the weather condition reports in 
relation to the different crops, by States, are also 
prepared from the weekly bulletins of the Weather 
Bureau. With all these data before the board, 
each individual member computes independently, 
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on a separate sheet or final computation slip, his 
own estimate of the acreage, condition, or yield of 
each crop, or of the number, condition, etc., of 
farm animals for each State separately. These 
results are then compared and discussed by the 
board under the supervision of the chairman, and 
the final figures for each State are decided upon. 
It has been interesting to note how often the re- 
ports of the different classes of correspondents and 
statisticians are nearly identical and how closely 
the figures arrived at independently by the indi- 
vidual members of the board agree. The estimates 
by States as finally determined by the board are 
weighted by the acreage figures for the respective 
States, the result for the United States being a true 
weighted average for each subject. 

Reports in relation to cotton, after being pre- 
pared by the Crop Reporting Board, and personally 
approved by the Secretary of Agriculture, are issued 
on the seventh or eighth day of each month during 
the growing season, and the reports relating to 
the principal farm crops and livestock are prepared 
and made public on the ninth or tenth day of each 
month. In order that the information contained 
in these reports may be made available simul- 
taneously throughout the entire United States, 
they are handed, at an announced hour on report 
days, to all applicants and to the Western Union 
Telegraph Company and the Postal Telegraph 
Cable Company, who have branch offices in the 
Department of Agriculture, for transmission to the 
exchange and to the press. These companies have 
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reserved their lines at the designated time, and 
forward immediately the figures of most interest. 
A mimeograph or multigraph statement also con- 
taining such estimates of condition or actual pro- 
duction together with the corresponding estimates 
of former years for comparative purposes, is pre- 
pared and sent immediately to exchanges, news- 
paper publications and individuals. The same 
afternoon data concerning principal crops in each 
State and totals for the United States are tele- 
graphed to the Weather Bureau Station director 
in each State, and the information is printed and 
issued immediately to all the local papers of the 
State, thus insuring wide publicity to the crop 
reports within a few hours of their issuance at the 
Washington office. 

Promptly after the issuing of the report, it, 
together with other statistical information of value 
to the farmer and the country at large, is pub- 
lished in “Crops and Markets,” a publication of 
the Bureau of Agricultural Economics, under the 
authority of the Secretary of Agriculture. An 
edition of many thousand copies is distributed to 
the correspondents and other interested parties 
throughout the United States each month. Thus 
the information is spread broadcast. 

As the United States has always been rich in 
agricultural resources, receipts of cattle, hogs, 
sheep, wheat, corn, oats and wool, as well as cotton 
into sight are important business barometers. 
Grain and cotton are in demand all over the world, 
as well as in the domestic market. Vast areas in 
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the great West and South are dependent for their 
buying power on the returns from the shipping of 
their agricultural products. 

Many industries are absolutely dependent on 
the crops; and a large group of commodity prices 
are directly affected thereby. The importance of 
agricultural marketings may be realized from the 
estimate of 1925, 1932 and 1934 gross income of 
farm products, as tabulated below in millions of 
dollars: 

1925 1932 1934 


@attless secs coe. Oe 1,003.0 498.6 717.4 
LOLS ae sei ce ssi ner ae 1,666.0 548.4 613.2 
SHEED etree etre ee 152.6 76.0 106.5 
VEE eerie et cee Ro PY 1 Birks oe 6,758.8 1,260.4 1,421.3 
Winhests snes sore ns te ce 804.2 203.1 303.3 
Worn ee ae are Re 386.5 171.4 137.3 
Oa tsar melee ere Seton batons 150.4 34.8 30.3 
Barleyeer gan ce we cena ees 55.4 16.9 26.9 


A large part of the income of the railroad lines is 
derived from the shipments of grain, produce and 
cotton. A total of 115,000,000 tons of agricultural 
products was given to the roads from their own 
territory in the year 1929. Some idea of the great 
volume of this agricultural product appears in the 
realization of the fact that it represents over 8% 
by weight of the total freight originating along the 
line of the railroads. The entire coal tonnage origi- 
nating on these traffic lines, which is expected to be 
very large, is only 440,000,000 tons, or about 33% 
of the total freight. Total tonnage in 1929 was 
1,340,000,000. 

It is, therefore, not to be wondered at, that in 
times that are dull in the manufacturing world, or 
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in the general trade, great wealth may be brought 
to the railroads, and through them to the nation, 
by the moving of successful crops. Years of very 
large harvests, such as 1906 and 1914 and 1926, may 
increase enormously the revenue of every railroad 
in the country. 

If the good years have such an effect on the 
general prosperity of the United States, it is not 
surprising to see the tide turned in the opposite 
direction by a yield below the average. Crop values 
can reach more than $10,000,000,000, and a fluctua- 
tion of $1,000,000,000, or over, in this great total 
has in every way a wide-spreading effect on the 
business of the country. Even partial crop failures 
may result at once in a depression, and bumper 
crops may boom a stock market as no other influ- 
ence has power to do. This influence operates 
especially through its effect on railroad earnings 
and on the export trade. Full crops yield a surplus 
for export and help pay a nation’s debt; they may 
create a credit and turn an adverse gold movement 
into a favorable balance and increased imports of 
gold. Viewed from every angle, the progress of the 
crops and the study of crop statistics should be 
regarded as of the utmost importance. 

The profits, and therefore the stocks of railroad 
companies, which operate through the grain and 
cotton sections, are affected in the most direct and 
powerful manner by the promise of generous or 
stunted crops. Investors need to keep in touch 
with the crop outlook. Wall Street usually dis- 
counts the future and rarely waits for earnings to 


PRODUCTION OF COMMODITIES 221 


be affected actually before adjusting prices to 
what it sees coming. 

A slackening in the investment business comes 
during a great boom and precedes every financial 
crisis; and every investor should be as alert to 
detect the signs of a coming change of importance 
as are the bankers, brokers and stock operators, 
who are continually watching the crops as well as 
the Babsonchart. 

It is axiomatic that most railroads are affected 
directly and seriously by crop conditions. Many 
industrial concerns are also directly affected. 
“Crops” is one subject which requires constant 
attention, and never more so than when a boom 
or reaction has run on for a number of months or 
years. Conservative merchants and investors therefore 
tabulate each month as published, the government 
estimate of the wheat, corn, and cotton crops, then in 
the ground, together with the annual figures when the 
crops have been harvested. 


PRODUCTION OF COMMODITIES 

As the government crop statistics are necessary 
and valuable as business barometers so figures 
showing the production of leading commodities 
are of intense interest. In fact, as the country 
becomes more and more industrialized, the relative 
importance of the production of the basic materials 
increases. Huge amounts of coal, copper, lumber, 
petroleum, pig iron, etc., are required to supply 
our growing industries. Values for some of these 
products for 1925 are as follows:—Coal (Bituminous 
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and Anthracite), $1,400,000,000; Copper, $300,- 
000,000; Lumber, $1,200,000,000; Petroleum, $1,- 
200,000,000 and Pig Iron, $800,000,000. 

Until recent years, relatively few data were 
available indicating manufacturing activity. Busi- 
ness men have always realized the importance of 
watching the course of manufacturing for it has 
had a growing effect on the purchasing power of 
the country both through the rapidly rising stand- 
ard of living of industrial workers and the need for 
increasing amounts of raw and partly fabricated 
materials. The biggest impetus to industrial 
development began with the World War. Along 
with this, additional industrial production data 
became available, furnishing the business man with 
more tools for charting the course of business. 

Some industries are so basic in their effect on 
business activity that every wise business man 
recognizes the necessity of following the trend of 
the statistics concerning them. Some idea of the 
dominating position of basic industries may be 
obtained from the following United States Census 
estimates of value for 1929 (latest available): 


1929 
Food and Kindred Products..... $12,023,589,000 
Textiles and their Products...... 9,243,303,000 
Tron and Steel and their Products 
(not including machinery)..... 7,137,928,000 
Lumber and Allied Products... .. 3,591,765,000 


The production of iron, for example, reported 
by the two leading weeklies on the subject, is a 
very important factor in determining present condi- 
tions and forecasting future conditions. This was 
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especially true before the United States Steel Cor- 
poration was formed and to a large extent is also 
true today. Figures regarding pork, copper, wool, 
coffee, rubber, sugar and other commodities are 
also of interest. A decrease in the production of 
commodities is always accompanied by a decrease 
in activity, which means that men and capital are 
idle. This reduced activity, if pressed beyond a 
certain point, will result in a crisis followed by a 
period of depression. 


RAILROAD EARNINGS 


Railroad earnings are of interest for two reasons: 
first, in forecasting the conditions of the railroads, 
upon which the prices of securities are directly de- 
pendent; second, in determining and forecasting 
the condition of general business. 

Although stocks of roads barely earning their 
Operating expenses and interest charges are of 
some nominal value simply on account of their 
voting power (and this value is generally considered 
in the vicinity of about $10 per share, par value 
$100), yet railroad stocks as a rule are worth very 
little unless the roads are earning money. But 
whether or not a stock pays a dividend, it is self- 
evident that the prices must vary with the earning 
power. Increased earnings forecast increased 
values for the securities, and reduced earnings 
forecast lower values. Manipulation may tem- 
porarily force stocks far above or far below their 
true investment value, but neither high prices nor 
low prices can artificially be maintained for long. 
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In the end the prices must adjust themselves 
according to earnings. As all industries are 
either directly or indirectly dependent upon rail- 
roads, railroad earnings are of great importance 
to the investor. 

For the purpose of forecasting general business 
conditions, railroad earnings are also of interest. 
As statistics they are so important for this purpose 
that many merchants consider railroad earnings 
second only to check transactions in making a 
study of actual business conditions. There are 
several reasons for this choice, of which the two 
following are especially well founded: 

(1) Because nearly all bills are paid in checks, 
check transactions serve as a barometer of the total 
amount of sales; but railroad earnings likewise 
serve as a similar barometer, because practically 
all goods purchased or sold are shipped on the rail- 
roads. If the freight earnings of the United States 
show an increase, it is very evident that manu- 
facturing and commerce are increasing; and the 
same is true conversely, if the freight earnings are 
decreasing. Therefore the earnings of the rail- 
roads may be considered in the same manner as the 
clearings of the banks, especially when “‘ tonnage,’’ 
rather than cash receipts is considered. 

(2) Another important reason is that not only 
are railroad conditions a barometer of trade condi- 
tions, but to a large extent they are the basis of 
general trade conditions. This is due to the fact 
that the railroads employ so large a proportion of 
the working class population of the United States, 
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and that so many industries are absolutely de- 
pendent on the railroads for their business. The 
railroads are the best purchasers of contractors’ 
supplies and contract labor; of iron and steel for 
rails and bridges; of lumber for ties and stations ; 
of coal for motive power and heating; of oil for 
fuel and for lubricating; of printers’ supplies for 
time-tables, tickets, etc., etc. In fact this list 
might be indefinitely extended to show that the 
prosperity of the country is inseparably connected 
with the prosperity of the railroads. 

Therefore, for the above two reasons, the wise 
investor and merchant very carefully watches 
railroad earnings, both for determining the present 
conditions and for forecasting future conditions. 
In this connection the history of railroad earnings 
during three serious depressions may be of inter- 
est. During the reaction of 1873 the high level of 
gross earnings was reached in the same calendar 
year as the panic itself, but the recession from this 
high point was fairly evenly spread over the next 
four years. The recovery, on the contrary. was 
strikingly rapid. In 1879, only two years after 
gross earnings had been at their worst, they had 
nearly regained their former high level, and this 
was steadily raised. 

By reducing ‘‘ maintenance charges,” the net 
earnings increased for a year after the reaction 
began, the gain between 1873 and 1874 having been 
more than three percent. Thereafter net earnings 
declined along with the gross, to their low level in 
1877. In the following two years they recovered 
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even more rapidly than gross earnings, making up 
most of their lost ground in one year. The re- 
action between the top and bottom levels in net 
earnings was practically 10%, but between the 
years in which the gross receipts sank from top to 
bottom levels, the difference in net was considerably 
less. Moreover, this decrease was accompanied by 
an increase in mileage of nearly 12%. 

While the panic of 1873 severely checked rail- 
road construction, it by no means checked such 
development altogether. This crisis followed one 
of the most pronounced waves of railroad construc- 
tion ever witnessed. In two years (1870-72) pre- 
ceding the panic, operated mileage increased by 
about 13,250 miles, or 25%, which of course is 
always a distinct danger signal. 

The depression of 1884-5 differed from other 
depressions in the relation of operating expenses to 
volume of business. In 1894 the percentage decline 
in net earnings was a trifle less than that of gross; 
but in the ’80’s the lessening volume of traffic was 
not accompanied by a proportionate reduction in 
earnings. The comparison of top and bottom levels 
in this depression follows: 


Mileage Gross Net 
SOR ea A Seis 121,422 $817,317,000 $295,737,000 
USS 5 eat spere ne 128,320 765,493,000 266,616,000 
Decrease...... *6,898 51,884,000 29,121,000 
iRPerscenta: eee. ner 6.3 9. 


“Tn go serious a crisis as that of the ’90’s, the 
maximum reaction in railroad earnings was not 
more than 12%. However, aggregate figures cover- 
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The railroads again faced trials with which they were most familiar. 
hardships were mild in contrast with the recent situation. To illustrate the fundamental aspects of the situation, 
we have prepared the above chart from data compiled by Babson’s Reports. To our knowledge, it is the 
first monthly compilation of railroad gross earnings and railroad freight traffic in the United States since the 
Civil War. It is derived from a sufficient number of roads to permit representing the total for the United States.* 

Persons subscribing to Babson’s Reports, who are receiving the Babsonchart of the Physical Volume of Busi- 
ness, will be interested to know that the curves of railroad traffic are shown on a scale of the same proportions as 
the Babsonchart but are condensed both vertically and horizontally to allow the entire chart to be shown in con- 
venient size. Similar to the Babsonchart of the Physical Volume of Business, the two curves of railroad traffic 
show the growth of that industry as well as its cyclical movement. Likewise, the ratio scale permits of useful 
comparisons and the right perspective. 

Salient features brought out by this compilation: 


(1) Total gross earnings (including passenger earnings) rose from an average of $28,000,000 per month in 
1866, to an average of about $520,000,000 in 1920, which latter figure was repeated in several years of the last 
decade. In the early spring of 1933, the monthly average was running at a rate somewhat below $250,000,000 
or only equal to that of twenty years ago. 

(2) In previous severe depressions, such as the ’70’s, the ’80’s, and the ’90’s, gross earnings never declined to 
a point lower than 6 years earlier. 

(3) The growth of the railroads was extremely rapid up to the period around 1908. In fact, from the point 
of view of volume of traffic, as shown by that curve, some depressions were merely plateaus in an upward move- 
ment. The ’90’s yielded the first set-back of consequence. 


(4) From the close of the Civil War to the middle of the ’90’s there was a period of declining commodity 
prices, and freight rates were likewise reduced, resulting in a much sharper advance in tonnage than in earnings. 
With the rising trend of commodity prices from 1897 to 1915, freight rates were not advanced; this resulted in 
the two curves of gross earnings and ton miles moving at very nearly the same rate. The War period, however, 
was characterized by sharp freight rate increases, establishing a greater spread between the two. There have 
been recessions in rates since 1923, but relative to the decline in commodity prices, the concessions have been 
extremely mild. They have not resulted in greater volume of business, relative to gross earnings, compared 
with the depressions of the ’70’s and the ’80’s. 

(5) _ Freight traffic made several tops in volume after its sharply rising trend, and established a saw-toothed 
ep from 1917 to 1929, whence a plunge into the depths of the depression brought the volume to about the 
evel of 25 years ago. 


(6) THE ENTIRE STRUCTURE BUILT UP SINCE THE PANIC OF 1908 WAS THREATENED. 


The dotted line shows an index of railroad stock prices developed from various sources by the Cleveland 
Trust Co. Naturally, gross earnings continued to mount as a result of increased traffic and mileage, which re- 
quired greater and greater capitalization. The curve of stock prices, on the other hand, is a reflection of the earn- 
ings available per share of capitalization, mingled with the usual excesses of speculation. Comparison of this 
curve with that of physical volume of traffic brings into sharp contrast the financial and physical character of 
early depressions. Since the ’90’s, however, and particularly in the current depression, the physical volume has 
suffered severely. In 1932, railroad stock prices dropped to lower levels than at any time since the Civil War. 
As will be seen in the discussion of the next paragraph, this is in agreement with the fact that net income was the 
smallest ever obtained relative to capitalization. 


* Prior to July, 1879, the data are based on roads representi 23 
48%; and from February, 1890, to December, 1909, 54%; rn Epes es 
sion, representing group I carriers. 


‘The data on capital and net income are not as reliable prior to 1890 as since that date. 


Unfortunately, however, their previous 


of the total; from July, 1879, to January, 1890, about 
the data are those of the Interstate Commerce Commis- 
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In order to visualize that view of the problem we have placed two additional curves on the chart. The 
curve with circles at every 5-year interval indicates the total net capitalization of the railway industry in bonds 
and stocks (inter-holdings eliminated). The data here are in hundreds of millions of dollars. From 1890 to 
date, the capitalization has increased from $7,600,000,000 to $19,000,000,000.** 

In the meantime, it will be seen from the lowest curve, plotted on an annual basis, that net railway operating 
income, after provision for taxes, has increased from $330,000,000 in 1890 to a peak of $1,275,000,000 in 1929.°* 
Up to 1907, net railway operating income increased at a better rate than capitalization, indicating a favorable 
influence on railroad security values. After 1907, however, through 1921, the opposite was true — capitaliza- 
tion having grown faster than net income, with a resulting depressing influence on railroad equities. Most clearly 
defined is the sharp break in net during 1919 and 1920, despite peak levels in gross earnings. The exigencies of 
the War and government responsibility for operations resulted in the peak earnings having been dispersed in 
other than the railroads’ coffers. From 1922 through 1929, a renewed era of railroad prosperity was experienced- 

The calamitous depression, however, brought a sudden reversal which the railroads found themselves unable 
to combat because, primarily, of the rigidity of their operating costs and methods. Even with nearly com- 
plete abstention of maintenance and improvement expenses in 1932, the net income touched the low level of 
the’90’s. With capitalization about twice as large as in that earlier depression (with its multitude of reorganiza- 
tions), the situation is probably not exaggerated by the deduction that from a financial point of view, it has been 
twice as severe recently. 

However, that is only one side of the story. For if we look at the curve representing volume of traffic, we 
note that it is at about the same relative position to capitalization as obtained in the 90's. BOTH ARE NOW 
ABOUT TWICE AS LARGE, BUT NET INCOME WAS NO LARGER. Thus the trouble with the railroads 
was one which can be solved by sound economic measures. THE PROBLEM WAS MERELY ONE OF RE- 
DUCING COSTS IN A GRAND, FORCEFUL MANNER, RESULTING IN AN OPERATING FINANCIAL 
EFFICIENCY COMPARABLE TO THAT OF THE EARLY YEARS OF THIS CENTURY. That is to 
say, taking the entire United States railroad system as a unit, the traffic now being handled (relative to the capital- 
ization) does not indicate the necessity for drastic reduction in capitalized values, but rather, for drastic 
ization of operating methods to eliminate all duplication of effort and competition within the system. The task 
is to raise the net income to the just expectations based on administrative and engineering progress, and at least 
to the same proportion of gross that prevailed in the ’90’s. For an even comparison recen y with the '90’s, and 
without allowing for the 40 years of advancement in general business efficiency, net income should have been at 
about the levels of 1923 and 1924, even without drastic curtailment in maintenance. 

The multitudinous reorganizations aca which our railroads passed in former years have purged them of 
the artificial credit capitalization through which they were born. Railroad capitalization now is not inflated 
even for the low 1932 and 1933 traffic volumes. To go to the extent of canceling (in a period of deflation) not 
only commercial bank credit, but also invested real savings, such as represented by our railroads, would have been 
a matter of major concern. With artificial commercial bank credit, deflation is only a matter of course — when, 
as, and if, the banking policy commands. However, with paid-in and earned real savings which the capitaliza- 
tion of most railroads now represents, the problem is entirely different,—it should rest on economic facts and co- 
operative endeavor. Thus, under a banking system of credit extension against small reserves, the periodic 
liquidation of artificial boom-time credit is necessary to readjust price structures and to assure in turn just bene- 
fits of undiminished purchasing power to those who save. Savings must be fostered because they lay the founda- 
tion for new upward aurea of activity. But when deflation is pushed to the extent that savings themselves would 
have to be canceled, it destroys its own objective. When the stability also of savings is at stake, financial and 
legislative leadership should guard us from the lazy method of canceling portions of the railroad capitalization. 

Note that only one master scale is used for all curves. This master scale applies directly to the stock price 
index. By means of the key figures with arrows, the actual reading for poi ts on any of the other four curves 
can be readily obtained. Thus, Annual Operating Income was $450,000,000 in 1919 and $1,275,000,000 in 1929 
Net Capitalization was $16,000,000,000 in 1915, and $4,100,000,000 in 1880. 
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ing so many railroads of such wide diversity of 
location and condition tend to obscure the facts as 
they apply to individual undertaking. Constant 
addition of new mileage tends to reduce the record 
of damage sustained by the old roads. The reduc- 
tion of the figure to a mileage basis would still be 
an inaccurate test, because the earning power of new 
and additional mileage is naturally low. Further- 
more, construction of new roads frequently takes 
away business from those roads already in exist- 
ence, and thus tends to lower the average earnings 
per mile without any actual decrease in the amount 
of business. A comparison between fat and lean 
years could best be made by using figures for iden- 
tical mileage.” 

Aggregate railroad earnings reached a new high 
level in 1893 and again acted as a distinct danger 
signal, for the crisis itself took place in the second 
half of that calendar year. The reaction in general 
business came the next year, when both gross and 
net immediately reached the low level of that 
movement. The recovery, though slow, was fairly 
continuous throughout five or six succeeding years. 
Note extent of reactions from top levels to bottom: 


Mileage Gross Net (1) 
SO SMe tates, crs 169,780  $1,221,000,000 $392,831,000 
LS QA 2 2 fees 175,691 1,073,000,000 341,947,000 
Decrease...... *5,911 se a eles 
iRenicentsne ana *3:5 Dal 13.0 
Oe ag below taken from Railway Pitan of U.S., 1933. 
12 ORE ree eras ov 253,679  $6,386,368,889 $1, 801, 362,776 
1033 3 olen eee 348. 755 3,140,690,446 "746, 069,017 
Decrease...... 4,924 3,245,67 8,443 1,055,293, 759 
Rericentmerrt iar 1) 50.8 58.6 


(1) From operations before fixed charges and taxes. * Increase. 
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We insert herewith a chart of railroad traffic 
compiled by the Research Department of Bab- 
son’s Reports Incorporated. The study is 
thorough inasmuch as it extends back to 1866. 

It ts therefore advisable for merchants and investors 
to watch carefully the reports of the Interstate Com- 
merce Commission. These reports include nearly all 
the railroads in the United States and give mileage, 
gross and net earnings. These statistics are published 
monthly and from them the gross and net earnings 
per mile may be computed. 


REVENUE FREIGHT CAR LOADINGS 


Revenue Freight Car Loadings figures are of 
even more direct interest in forecasting business 
conditions than are figures on “Railroad Earnings.”’ 
In fact, they bear the same relation to railroad 
earnings that the Government crop estimates bear 
to the final figures compiled after the crop has 
been gathered. 

The car loadings data are collected by the 
American Railway Association which receives 
every week from the officials of each railroad the 
reports of revenue freight cars loaded, divided as 
grain, livestock, coal, coke, forest products, ore, 
merchandise in less than carload lots, and miscel- 
laneous loadings. Not only are the loadings for the 
different classes of freight available as given below, 
but the data by territorial divisions are also given. 
Car loadings often continue heavy after new orders 
for goods have begun to fall off and vice versa. 
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In other words, car loading figures represent the 
movement of goods which have been manufactured 
during the two or three months preceding. 

These reports on revenue freight cars loaded are 
especially valuable because of the prompt indica- 
tion given by changing conditions. They are 
available seven days after the close of each week. 
It may be two or three months after a car is taken 
from the siding for loading before the earnings 
appear in the monthly statement of the railroads. 


The following table gives the average weekly 
loadings for recent years. 


CAR LOADINGS (U. 8S.) (Average Weekly) 


Merchandise 
Grain and Coal i a SA Oe 
Grain Live and. Forest and Mis- 
Products Stock Coke Products Ore cellaneous Total 
1922 
January 32,568 166,075 48,960 4,410 421,722 734,442 
February.... 29,113 195,982 50,124 4,151 486,143 768,741 
March 18,092 204,517 52,734 5,250 495,258 827,400 
April 27,114 76,080 56,052 9,654 521,106 727,488 
May 29,550 91,272 60,714 18,384 540,546 782,670 
June 29,201 103,574 62,621 54,054 563,043 851,700 
Wl repos so. 3566 26,656 83,731 54,892 63,364 545,585 825,018 
August... .. 29,633 109,009 58,563 66,002 557,241 876,517 
September... 34,603 180,060 57,116 53,769 560,896 934,387 
October 40,404 202,338 59,525 46,819 587,702 992,470 


November... 53,602 39,671 204,181 61,964 33,565 569,774 968,331 
December.... 50,537 33,764 198,823 57,383 9,659 487,525 839,784 


1923 
January..... 47,890 34,049 207,049 66,238 10,596 477,952 843,491 
February.... 40,345 31,500 200,656 65,570 9,578 492,697 840,400 
Marchiy; 5... 41,363 30,748 201,410 74,490 13,051 554,111 916,235 
Aprile.» 38,411 31,010 192,417 77,188 19,426 581,867 941,067 
Miayisisiiels ox. 33,599 30,625 194,284 75,445 61,627 588,955 975,379 
Ue .ooneda 34,847 29,712 201,269 77,960 79,562 577,274 1,011,901 
ARiNCN 5 Areas 42,498 30,014 198,073 69,899 82,675 561,025 985,184 
August...... 52,223 33,646 206,767 76,393 80,458 582,848 1,041,844 


September... 50,249 39,114 190,435 72,599 73,288 597,986 1,036,946 
October 42,500 205,856 73,818 61,368 643,954 1,078,163 
November... 39,630 187,247 72,498 35,657 614,131 977,900 
December.... 45,431 35,916 172,372 58,916 10,445 545,519 826,681 
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CAR LOADINGS (Average Weekly)—Continued 


Merchandise 
L.C.L 


Grain and 
Grain 
Products 
1924 

January..... 43,118 
February. . 49,414 
March...... 42,240 
AprilSgrecc es 37,024 
May a.cncn 39,327 
JUNO Westen 37,994 
July......... 43,584 
August Serve 60,993 
September... 67,433 
October..... 69,047 


November... 56,291 


December.... 46,826 
1925 
January..... 49,035 
February.... 42,233 
Marchs..o..- 37,668 
Aprils. tes 32,857 
May ss cicero 36,641 
JUNC se 36,450 
DULY. sie rors cies 53,937 
August...... 43,933 
September... 52,415 
October..... 46,392 
November... 48,691 
December.... 51,377 
1926 
January..... 45,249 
February.... 42,775 
March...... 39,839 
Apriles 5 secs 37,438 
ay. 39,599 
JUNG oicterarsics 40,229 
Tuller acter 55,900 
August...... 57,000 
September... 50,400 
October..... 54,200 


November... 45,100 


December.... 44,100 
1927 
January..... 44,700 
February.... 43,400 
Maroh garni 39,200 
Aprile ercues 37,100 
May........ 39,700 
June...... -. 40,200 
Julyne Madar 46,500 
August... oot. 55,100 
September... 58,800 
October..... 54,800 


November... 45,600 
December.... 44,400 


Live 
Stock 


36,931 


36,025 
30,769 
27,616 
27,659 
27,226 
26,519 
33,233 
24,252 
32,797 
42,327 
35,067 
32,806 


32,516 
28,299 
28,432 
26,001 
28,553 
26,875 
26,900 
29,300 
37,200 
40,500 
34,600 
29,100 


32,300 
27,700 
27,200 
27,600 
28,800 
27,000 
25,500 
28,100 
31,700 
39,600 
33,600 
28, '900 


Coal 
and 


Coke Products 


207,724 
201,864 
177,472 
134,633 
140,655 
149,234 
182,345 
130,858 
187,581 
200,797 
192,972 
188,057 


214,302 
183,526 
161,963 
150,454 
162,624 
166,475 
217,533 
166,612 
182,793 
199,182 
199,771 
189,294 


199,614 
192,519 
195,862 
176,299 
179,615 
183,598 
187,700 
202,400 
216,200 
240,800 
247,800 
226,000 


234,900 
225,600 
216,500 
165,800 
172,300 
161,400 
153,900 
183,700 
192,800 
200,100 
178,300 
174,000 


Forest 


63,661 
79,494 
81,155 
76,244 
72,801 
68,292 
59,677 
68,367 
67,068 
70,541 
69,231 
63,214 


67,905 
79,891 
81,134 
78,100 
75,428 
73,513 
82,424 
57,355 
69,731 
70,343 
66,349 
64,387 


62,451 
74,666 
76,740 
74,998 
76,681 
73,985 
67,000 
70,600 
70,700 
72,300 
65,800 
54,400 


64,300 
68,900 
70,500 
68,400 
71,000 
67,700 
63,300 
69,000 
67,600 
67,200 
61,100 
52,000 


and Mis: 


Ore cellaneous Total 


482,523 


523, 753 


514,419 
558,085 


605,394 


619,936 
606,793 
625,491 
767,017 
521,803 
679,024 
699,540 
640,794 
574,859 


536,777 
570,369 
617,521 
620,455 
655,491 


540, 700 


553,400 
574,200 
704,000 
644,500 
655,300 
638,200 
626,200 
664,500 
690,700 
706,500 
617,700 
528,000 


840,534 


867,918 


891,390 
905,762 
925,603 
931,707 
970,676 
991,468 
1,232,724 
864,189 
1,074,363 
1,107,482 
1,023,742 
924,665 


886,402 
919,112 
969,285 
948,959 
1,028,576 
1,028,037 
1,049,000 
1,104,000 
1,148,000 
1,205,000 
1,068,000 
904,000 


939,100 
950,500 
997,600 
883,400 

1,029'600 
999'400 
978,400 

1,062;500 

1.097600 

1,116,200 
955,700 
835,100 
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CAR LOADINGS (Average Weekly) —Continued 
Morcha juze 


Grain and 


rain 


Live 


Products Stock 


1928 
JARNETY= 2 = 


October..... 
November... 
December.... 


1929 


January..... 
February.... 
March...... 


Auigast. 22:32: 
September... 
October..... 
November... 
December... 


1930 


January..... 
February.... 
WiaroGs nr c's 
YIN daisies «5 
1 Ee ARES 
SUNG re cisie'> 20 


August...... 
September... 
October..... 
November... 
December.... 


1931 


JANUATY.. 2.06 
February..... 
peat ea 


August....... 


October...... 
November.... 
December.... 


46,800 
46,800 
47,500 
39,800 
40,800 
34,300 


39,919 


39,200 
43,700 
40,200 
39,150 
37,300 
41,500 
59,200 
60,300 
47,300 
41,400 
36,500 
35,100 


40,700 
41,200 


31,900 
32,500 
28,700 
26,300 
26,700 
25,200 
22,700 
24,700 
32,900 
38,700 
44,500 
27,800 


29,500 
26,421 
24,921 
26,724 
26,460 
23,349 
22,992 
24,257 
30,911 
37,275 
31,378 
25,450 


Coal 


and Forest 


Coke Products 


188,200 
181,600 
173,900 
155,200 
167,700 
154,700 
151,700 
171,600 
190,500 
217,300 
208,100 
186,500 


214,387 
225,308 
171,443 
160,810 
172,505 
168,511 
161,179 
183,243 
202,770 
219,394 
200,399 
204,147 


207,100 
199,500 


158,000 


166,400 
145,900 
138,900 
123,200 
120,400 
116,100 
115,300 
123,200 
132,800 
151,800 
126,700 
121,200 


58,300 
67,700 
68,800 
64,300 
67,400 
66,000 
59,900 
66,500 
64,500 
66,500 
65,000 
55,000 


54,662 


17,000 


7,900 
7,800 
8,600 
10,300 
41,300 


and Mis- 
Ore cellaneous 


528,800 
561,000 
623,100 
638,700 
657,600 
638,700 
637,000 
673,800 
706,200 
737,700 
664,400 
553,000 


539,787 
573,547 
644,808 
675,153 
674,046 
671,588 
654,960 
703,155 
719,540 
742,624 
623,940 
512,061 


510,200 


429,300 


447,700 


365,500 


Total 


861,900 


892,744 
941,940 
961,589 
995,994 
1,051,427 
1,052,114 
1,038,305 
1,118,171 
1,134,644 
1,169,344 
978,369 
835,248 


837,000 
876,000 
883,000 
912,000 
914,000 
930,000 
895,000 
938,000 
931,000 
950,000 
798,000 
680,000 


719,000 


555,000 
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CAR LOADINGS (Average Weekly)—Continued 


Grain and 
Grain 
Products 
1932 
January...... 31,000 
February..... 34,300 
March....... 28,900 
Aprile sce cise 31,200 
May iter rsc steve 29,200 
DUNE Sete aierole 26,300 
July ee estes 38,600 
BUZUSt sae cle 38,900 
September.... 36,800 
October...... 33,500 
November.... 28,600 
December.... 25,200 
1933 
January..... 26,600 
February 25,300 
March....... 27,600 
ADP ethic eren 35,800 
Mays serie . 386,400 
JUNEG ieee 39,600 
July sree es 44,700 
August...... 30,300 
September... 30,800 
October..... 29,800 
November... 30,000 
December.... 25, 800 
1934 
January..... 29,800 
February 29,500 
March . 29,700 
Aprils: .... ». 26,500 
MaWaeete terse 28,100 
Junenes: 34,900 
July... - 42,700 
August...... 40,000 
September... 34,800 
October..... 30,600 
November... 27,800 
December.... 25,100 
1935 
January... 24,250 
February 25,500 
March....... 27,000 
Aprilaacs 27,000 
Mayireegterar 25,500 
TUNG ae hes 25,400 
Sully seers . 30,000 
August... 42,200 
September. . 40,500 
October. 37,000 
November. . . 31,400 
December.... 27,250 


Live 


Stock Coke Products 


22,100 
19,000 
16,500 
19,300 
17,100 
14,700 
14,600 
17,400 
21,300 
23,700 
19,300 
15,700 


17,200 


12,750 


Coal 
and 


120,800 
121,200 
121,700 
95,400 
77,800 
69,700 
76,000 
91,400 
113,400 
141,500 
127,400 
131,900 


112,300 
129,300 

95,000 

80,700 

83,300 
104,500 
118,500 
133,600 
128,000 
131,600 
127,300 
123,800 


138,500 
160,400 
151,400 
106,000 
113,600 
107,100 

97,600 
100,000 
121,400 
126,600 
129,000 
128,900 


145,000 
152,250 
143,200 
100,500 
104,250 
130,200 

84,250 
103,400 
118,000 
143,500 
132,200 
138,750 


Forest 


12, "400 


13,700 
13,700 
15,100 
17,300 
21,200 
26,400 
26,400 
26,800 
24,500 
24,400 
22,900 
17,500 


18,700 
22,100 
24,200 
24,200 
25,100 
24,600 
20,800 
22,300 
22,000 
22,400 
21,200 
18,300 


18,750 
25,000 
25,200 
25,600 
25,000 
26,200 
26,500 
30,400 
31,000 
31,500 
27,400 
26,000 


Merchandise 
Bacal; 


and Mis- 
Ore cellaneous 


2,900 


297;900 


306,000 
303,900 
313,900 
348,500 
362,100 
398,400 
390,900 
390,800 
394,500 
414,600 
366,500 


. 332,300 


341,200 
357,200 
391,100 
403,300 
406,600 
400,500 
371,900 
382,700 
345,200 
407,700 
381,400 
326,700 


336,500 
363,250 
392,200 
401,250 
388,500 
383,200 
373,750 
397,400 
417,500 
454,250 
414,400 
369,500 


Total 


634,000 
549,000 
485,000 


478,000 
489,000 
467,000 
503,000 
527,000 
598,000 
617,000 
634,000 
634,000 
651,000 
572,000 
518,000 


548,000 
587,000 
614,000 
584,000 
610,000 
616,000 
587,000 
613,000 
624,000 
629,000 
557,000 
526,000 


542,250 
581,450 
603,000 
575,750 
581,750 
607,000 
557,250 
620,400 
658,000 
720,500 
635,800 
579,750 
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*CAR LOADINGS (Average Weekly)—Continwed 


Merchandise 
Grain and Coal LCi 
Grain Live and Forest and Mis- 
Products Stock Coke Products Ore cellaneous Total 
1936 

January..... 32,100 12,800 162,000 26,600 5,600 357,700 595,000 
February.... 30,100 10,300 193,600 26,400 5,700 362,200 623,000 
March te: « 34,000 11,900 112,500 30,500 6,000 409,800 605,000 
Aprife. 2... 31,100 13,000 120,000 30,700 10,600 437,900 643,000 
Mayo cine es 30,700 11,600 117,500 32,400 42,300 435,600 670,000 
qin ee eee 34,900 11,800 114,900 34,700 50,500 450,000 697,000 
Palys se es 52,600 13,400 120,500 33,300 52,500 442,300 715,000 
August...... 41,400 15,400 128,700 36,200 55,200 461,400 738,000 
September... 31,800 18,600 147,800 34,700 56,300 468,500 776,000 
October..... 32,300 22,200 168,600 35,900 51,600 508,500 819,000 


November... 32,800 19,200 167,400 34,000 28,300 471,600 753,000 
December.... 32,500 14,750 167,400 33,000 8,250 437,750 694,000 


* Readers desiring to bring this compilation up to date may obtain data 
by addressing Babson’s Reports Incorporated, Wellesley Hills, Mass. 


The car loadings are available by weeks since 
1918. Prior to that one must study data on idle 
cars. These figures also are reported weekly to 
the American Railway Association. They give 
for each railroad district and for principal roads 
the surplus and the shortage of cars of different 
types requisitioned during the week. 

In interpreting idle car figures, therefore, an 
increase in the number of idle cars naturally indi- 
cates a slackening in business, while a decrease in 
the number of cars available signifies improvement 
in business. Likewise when there is a shortage of 
cars, a further increase in the shortage indicates 
greater demand for transportation; a decrease in 
shortage indicates a lessening in demands of busi- 
ness and better transportation service. In inter- 
preting the figures two factors must always be kept 
in mind: first, the seasonal tendency. The 
heaviest demand usually comes during the fall 
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months, while the lightest demand is found during 
the spring. Second, the additions to railroad equip- 
ment which, of course, make a difference in the 
relation of car supplies to the demands of business. 


POLITICAL FACTORS 


Some of the most successful merchants of the old 
school maintained that the three greatest factors 
which influence business conditions are crops, 
money and politics, and that of these the most 
important is the last named, politics. Certainly 
this statement appears reasonable to some, but it 
is probable that political as well as social changes 
are largely governed and influenced by other funda- 
mental business conditions. For instance, at a 
time of great expansion of business when commod- 
ity prices are rising, the common people gradually 
get disgruntled and wish a change in administration. 
On the other hand, at a time of depression the 
political party in power is likely to suffer from the 
liquidation in wages and customary hard times. 
In fact, once in every little while the populace 
assumes control, institutes a few improvements, but 
soon becomes divided by contentions, and again 
capital and the conservatives are given the reins. 
Nevertheless a study of politics as reflecting the 
underlying conditions of the country is quite neces- 
sary. That portion of American history with which 
these pages are most concerned, from 1860 up to the 
present time, is most admirably described by Alex. 
Dana Noyes in his ‘Forty Years of American 
Finance.” 
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There has always been a most delicate relation 
between politics and the state of trade. Almost 
every period of depression and period of prosperity, 
although not actually due to political conditions, 
has been greatly augmented by them. Among 
those various political factors may be mentioned 
the following: — 

The “ Embargo Act” in the early part of the 
century and the war of 1812. 

The establishment of the United States Bank. 

The discontinuance of the United States Bank. 

The beginning of “ state rights ” discussions. 

The slavery discussion and the Civil War. 

The “ Reconstruction Acts.” 

The inflation of the currency. 

The ‘‘ Resumption Act.” 

The silver coinage law. 

The resumption of specie payments. 

The circulation of silver certificates. 

The radical measures under President Arthur, 
followed by the panic of 1884. 

The campaign and the election of the Repub- 
lican Party in 1888, coincident with the period of 
prosperity. 

The silver purchase act and the great gold ex- 
portations followed by the panic of 1893. 

The tariff legislation of the ’90’s followed by the 
prosperous conditions of 1900. 

The various Bryan scares. 

Theodore Roosevelt’s campaigns against trusts. 

Continuation of campaigns against trusts under 
President Taft’s administration. 
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The organization of a national Progressive Party, 
and the victory of the Democratic Party in 1912. 

Anti-trust legislation and the tariff, income tax 
and currency laws of 1913. 

Federal Reserve system inaugurated in 1914. 

Stock Dividend Decision. 

Fordney McCumber tariff. 

Cancellation of War Debts. 

War Veteran Bonuses. 

Agricultural Credit Act. 

National Recovery Act, etc. 

Of all these various acts, by far the most influen- 
tial were those affecting the currency and the tariff. 
Both of these are extremely sensitive questions. 

Any change in the money standard or banking 
system, especially if it disturbs either foreign or 
domestic confidence, is very destructive to the com- 
mercial prosperity of the country. Even when 
banking questions or the money standard are dis- 
cussed in Congress, there seems to be an immediate 
division of interests between the producer or the 
manufacturer and the banker or the investor. The 
legislation desired by the producer seems to be op- 
posed by the investor and vice versa. The reason 
for this is very evident, for anything which tends 
to make money easier to the producer, depreciates 
the value of money in -the hands of the bankers 
and investors who possess it. On the other hand, 
legislation which strengthens the importance of 
the banker and investor, tends to handicap the 
producer and manufacturer. 

Any legislation designed to reorganize the bank- 
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ing system of the United States on anything but a 
gold basis, like that upon which the banking sys- 
tems of England and other countries were founded, 
always retards trade. Any legislation which gives 
any additional importance to gold is always greeted 
with approval by all classes of manufacturers, 
merchants and investors. All other legislation, 
especially that recognizing as a standard, silver or 
anything other than gold, is always a dangerous 
sign, often causing bankers and investors to call 
loans and raise rates. Such conditions usually 
precede a general crisis. 

As to the propriety of high or low duties on 
foreign goods, this is an open question. Although 
nearly all bankers are in favor of protection, yet 
most economists (on whose advice the bankers de- 
pend regarding many matters) are almost without 
exception against heavy protection; but whether 
high tariff for protection or low tariff for revenue 
only is best for the country, the fact remains that 
whenever the subject is discussed and whenever 
there is to be a change in classifications or duties, 
this discussion and legislation have always affected 
business conditions. Moreover, although the adop- 
tion of certain tariff legislation may give a great 
impetus to prosperity, yet the previous discussion 
of the subject has always tended to disturb confi- 
dence, promote a feeling of uncertainty and seri- 
ously check business. 

This was very well described by Henry Hall as 


follows: — 
“In the United States the business world has 
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become accustomed to the protective principle 
and even the prospect of reduced duties has always 
chilled the spirit of enterprise, while the reality 
has always given a setback to business, sooner or 
later. On the other hand, enactment of protective 
tariff, in lieu of one for revenue only, has always 
proved exciting and has quickened into intense 
activity the looms, forges and machinery of the 
entire country. 

“The backward state of American industry 
prior to the Civil War is held to have been due in 
large measure to the relaxation of protection under 
the tariff laws of 1842 and 1857. There can be no 
question that the twenty or more tariff enact- 
ments from 1861, when the Morrill protective tariff 
went into operation, to 1872 when the system had 
been fairly adjusted to the requirements of home 
industry, aided materially in developing the mines, 
sustaining the factories against foreign competi- 
tion, supplying the railroads with an immense and 
profitable traffic, and promoting the farming inter- 
est of every section of the States.” 

The lower duties of 1883 on many manufactures, 
added to the force of other evil influences, ended 
in the crisis of 1884. The crisis of 1893 rose 
in a distinct measure from the agitation in the 
then Democratic Congress for a tariff for reve- 
nue only, which eventuated in the Wilson bill. 
The prosperity which the States subsequently 
enjoyed must be attributed in a marked degree 
to the protective tariff enacted under President 
McKinley, while recent international problems 
were accentuated by high tariffs. 
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All writers on crises agree in giving great weight 
to tariff changes. An investor should therefore at 
all times be fully informed with regard to such 
actual or possible revolutions in political control at 
Washington as are likely to have a bearing on the 
tariff laws. As a further illustration of this subject 
the setback given business during the tariff dis- 
cussion from July, 1929 to 1930, and the continued 
business depression which followed upon the pass- 
ing of the bill is of suggestive interest. 

Therefore successful bankers, merchants and in- 
vestors always carefully watch political conditions and 
uf possible reduce them to a decimal or barometer 
index number. 


SOCIAL CONDITIONS AND MISCELLANEOUS 
STATISTICS 

The condition of public opinion in the country 
as a whole, and the stand taken by any large num- 
ber of people, or a representative body of people, 
with regard to social or religious questions, exerts 
a constant influence upon business conditions. 
Not only in politics and the larger field of govern- 
ment as shown in election or municipal reforms, but 
in all religious or social movements, the feeling of 
the people should be watched closely. Most in- 
vestors and merchants look upon crops, money and 
politics as the three most important topics to study 
in order to form a clear idea of the present state of 
business and a sound judgment of what is to be ex- 
pected. They would also do well to look into the 
field of social and religious tendencies, because they 
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will find there material of great use in determining 
the trend of business. 

From time immemorial, periods of prosperity 
have been accompanied by a decline in religious 
interests and by a laxness in moral and social cus- 
toms. Conversely, a period of hard times and 
business depression always brings men back to reli- 
gious thoughts and worship. A striking illustra- 
tion of this is found in the panic of 1857. ‘“‘ It was 
in October of this year (1857) that Mr. Lamphier, 
a missionary of the Dutch Reformed Church, 
thought in his own heart that an hour of daily 
prayer would bring consolation to afflicted business 
men!’’* In a few weeks those holding meetings 
were astonished to find crowds growing too large 
for the buildings. ‘The Methodist Church on John 
Street and the Dutch Reformed Church on Fulton 
Street were opened daily. Next Burton’s Theatre 
was hired, and throughout the winter, noonday 
prayer meetings were held at numerous places in the 
city. ‘Even the firemen and policemen held 
their prayer meetings, so that we may feel perfectly 
assured of the truth of what the writer says when 
he adds, ‘ It is doubtful whether under heaven was 
seen such a sight as went on in the city of New York 
in the winter and spring of the year 1857-1858.’ 
From New York as a centre, the mysterious influ- 
ence spread abroad till it penetrated all New Eng- 
land in the East, southward as far as Virginia and 
even beyond, westward to Buffalo, Cincinnati, 
Chicago, St. Louis.” 


* Ross’ “ Social Psychology,” page 78. 
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The American Civil War was followed by great 
financial and social corruption, and even General 
Grant, although himself incorruptible, could not 
save his country from the effect of greed and wrong- 
doing. The famous election which followed was 
noted for the frauds which characterized both par- 
ties. These frauds were so gigantic that to this day 
it is uncertain whether Tilden or Hayes was actually 
elected President of the United States. As is the 
case during all such periods of personal, commercial 
and civic corruption, this period was followed by the 
great business depression beginning about 1873. 

Immediately following this depression a period 
of religious and civic revivals swept over the nation. 
The additions to churches, the great temperance 
movement, and other similar movements for right- 
eousness received an unprecedented impetus during 
these years following the panic of 1873. This re- 
turn to righteousness was again followed by a 
return to over-expansion in the early ’80’s. 

The nation, however, soon forgot whence these 
blessings came and religious interest again declined. 
This lack of interest in religious matters culminated 
in the panic of 1884. Once more the reign of un- 
godliness was checked and the country recuperated 
from the depression of 1884, and again enjoyed 
several years of wonderful prosperity. It, however, 
took the nation only a few years to forget again, and 
once more civic corruption, social immorality and 
intemperance began toincrease. From 1890 to 1893 
religious and similar organizations showed very little 
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growth. Consequently the era of expansion began 
to wane, and culminated in the panic of 1893. 

The panic of 1893 again brought people to think 
upon serious matters, and during the following few 
years there was a great revival of righteousness 
throughout America. In fact, the additions to 
churches and the growth of other religious move- 
ments even exceeded that during the period follow- 
ing the panic of 1873. The people again cast aside 
luxuries, municipal and state governments were 
purified, evil doers were replaced by men of high in- 
tegrity, and great interest in all religious and moral 
undertakings developed in all parts of the country. 

People again lived in a more decent and honest 
manner in accordance with what their station per- 
mitted. Commercial houses forsook the careless 
and questionable methods used during former 
times and the old-fashioned ‘‘ drummer ” was re- 
placed by the modern high grade salesman. It was 
on this foundation that the new period of improve- 
ment started and it was due to this revival of right- 
eousness, that the country was able to enjoy many 
years of sound prosperity which began simultane- 
ously with the close of the Spanish War in 1898 
and 1899. 

Unfortunately, however, the nation again forgot 
and was still unable to stand the temptations of a 
period of prosperity. Therefore again religious 
interest declined, political corruption re-opened 
and social immorality increased. Referring to 
these conditions Dr. Lyman Abbott once stated 
as follows: 
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“Popular rumor attributed to Mr. McKinley’s 
managers, although not to him, wholesale cor- 
ruption in securing his first nomination and his 
first election. This corruption has not been con- 
fined to any one locality or to any one party. It 
has been equally appalling in its dimensions in New 
York, Boston, Philadelphia, Cincinnati, Chicago, 
St. Louis, Minneapolis, Denver and San Francisco. 
It has included not only Boards of Aldermen but 
Legislatures, and it has crept into both the admin- 
istrative and legislative departments of the Federal 
Government. Two United States Senators and 
three United States Representatives have subjected 
themselves to criminal prosecution for participa- 
tion in frauds. Nor has this corruption been con- 
fined to political circles. Insurance companies, 
banks, trust companies, manufacturers and trade 
unions have all been implicated. More than one 
financial magnate is now serving a sentence for 
fraud. Others are under sentence and are awaiting 
the decision on appeal. Even judges have not been 
wholly free from suspicion of obligation for their 
election to the plutocracy.” 

This is a description of the conditions from 1902 
to 1906, when the exposures commenced. Like all 
preceding periods of unrighteousness, this was 
followed by the panic of 1907, and the succeeding 
years of depression. The scandals and corruption 
of the ’20’s are too recent to demand review. 

Of course some writers, although admitting that 
a business depression revives interest in religious 
matters and that, during the boom times, men do 
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not have the time or inclination to give religious 
matters any thought, claim that the religious state 
of the nation does not affect the business condi- 
tions as here represented. Whether or not this is 
true, is debatable; but certainly a study of the his- 
tory of the United States and every other nation, 
seems to point to a definite relation between the 
two interests. Moreover, all economists agree that 
the religious condition of the country is distinctly 
worthy of study,—although they may disagree as to 
its relative importance compared with other subjects. 

Thus Ex-President Taft said: ‘‘ The hum of pros- 
perity and the ecstasy of great profits are likely to 
dull our interest in these reforms and to lead us 
back again to the old abuses, unless we insist upon 
legislation which shall clinch and enforce those 
standards by positive law.” 

Surely this happened as ex-President Taft fore- 
told. Following the World War came the election 
of Harding and a riotous era of expansion and spec- 
ulation. The Roosevelt ‘““New Deal” was simply 
a reaction from the “hum of prosperity.” 

Or to quote a higher authority: 

“‘ Beware lest . . . thou say in thine heart, ‘ My 
power and the might of mine hand hath gotten me 
this wealth.’ But thou shalt remember the Lord 
thy God, for it is He that giveth thee power to get 
wealth.” Deut. 8:11, 17, 18. 
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STATISTICS SHOWING INCREASE IN THE MEM- 
BERSHIP OF CONGREGATIONAL CHURCHES 
IN THE UNITED STATES BY PROFESSION 


_ (This denomination is chosen as an illustration owing to 
its complete reports; but it is believed that the same changes 
from one year to another would be true of an average of the 
figures of all denominations.) 


Year No.of Add. Total Business Additions by 
Churches Mem- New Conditions Confession per 
bers by Members 100,000 Population 
Confession 
1860 2,585 7,468 14,821 Decline......... 24 Persons 
1861 2,555 5,522 -12,151 Depression...... 17 se 
1862 2,580 6,196 12,629 eet ae 19 « 
1863 2,652 7,765 14,378 Over-expansion... 23 “ 
1864 2,667 9,032. 15,809 Decline......... 27 * 
1865 2,723 11,030 18,442 Depression...... 32) ie 


1866 2,780 11,249 19,994 Improvement.... 32 nS 
1867 2,810 19,127 30,210 ~ Mia Ne 
1868 2,951 16,432 28,246 Over-expansion. . 3 40 ee 


1869 3,043 15,167 27,373 ne 40 
1S Oma oles DUS 2D,1387 | Decline yi... 30 
1871 3,202 13,271 23,343 fe Re cco eee 34“ 
1872 3,263 13,945 25,394 Ca edcih ec arsesre. 34:7" 
1873 3,325 13,216 24,620 Lote oe RNY tere 32) ee 
1874 3,403 15,279 27,300 Depression...... 36s 
1875 3,437 17,306 29,645 i =A ee 
1876 3,509 20,844 33,294 Be kt beret stee or 46° ie 
1877 3,564 24,138 35,111 Coa ge eran ayes 525 


1878 3,620 20,498 31,735 Improvement....43 “ 
1879 3,674 16,689 27,506 * oa 
1880 3,745 12,230 22,749 Over-expansion. . 24 ae 


1881 3,855 11,311 22,646 1, 22 ae 
T8820 31950) 131559. 8 25;805, Declines).c. 10014: 26 ae 
1883 4,010 14,800 28,377 Depression...... Poy 
1884 4,092 17,923 32,055 ee ae 33. a 
1885 4170 21,729 37,135 i ae 39 


1886 4,477 27,166 43,185 Improvement....47 “ 
1887 4,404 41,156 67,530 ue _ pier 
1888 4,569 25,994 45,036 Over-expansion. . , 485 


1889 4,689 29,286 49,859 48: as 
1890 4,817 27,592 47,782 3 44 « 
1891 4,985 30,614 52,086 Decline......... 49° Oe 
1892 5,140 31,582 54,576 ee ies, <r cisrehes 49 ie 


1893 5,236 34,444 57,561 Depression...... 52 


No. of 
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Add. 


Churches Mem- 


5,346 
5,486 
5,546 
5,614 
5,620 
5,604 
5,650 
5,753 
5,821 
5,900 
5,919 
5,931 
5,923 
5,977 
6,006 
5,991 
6,033 


bers by 
Confession 


38,853 
35,327 
32,147 
31,090 
25,189 
24,514 
27,101 
28,398 
29,195 
29,403 
30,193 
34,881 
32,890 
34,642 
35,100 
34,245 
30,582 
30,319 
30,776 
34,294 
40,787 
43,172 
42,081 
39,624 
29,467 
33,852 
39,922 
45,875 
44,175 
37,305 
44,132 
45,722 
42/091 
39,811 
36,748 
34,294 
34,719 
37,251 
34,115 
34,669 
33,332 
33,035 


Total 
New 
Members 


62,946 
57,932 
54,640 
52,211 
44,492 
44,185 
48,602 
49,879 
51,627 
51,521 
58,198 
57,722 
56,543 
59,346 
59,792 
62,461 
57,689 
57,667 
57,662 
61,430 
68,467 
70,026 
68,259 
65,734 
51,372 
59,922 
71,857 
78,365 
73,030 
63,680 
74,339 
74,930 
72,724 
72,487 
65,469 
62,724 
60,353 
61,739 
58,170 
56,816 
55,002 
58,833 


Business 
Conditions 


Depression ..... 
of 


Improvement... 
“ 


Over-expansion... 
ce 


Decline soerreres 

Depression..... 
Improvement.... 
Over-expansion.. . 
Improvement... 
Dechnesee ei 
Depression. .... 
Improvement... 
Over-expansion... 
Depression..... 
Over-expansion... 
Declines: . 4s. 
Depression. .... 


Improvement. . 


Over-expansion... 
ce 


ce 
ty 


Declines cache 
Depression. .... 


Improvement. . 


Over-expansion... 
Depression...... 
Expansion...... 
Over-expansion. Ss 


Decline......... 


ee eee 
sees 
see ee 


51 


Additions by 
Confession per 
100,000 Population 


58 Persons 
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Among those miscellaneous statistics which are 
tabulated by some bankers and merchants may be 
mentioned the following: 


Statistics on Losses and Wastes. 
Statistics on Changed Conditions. 
Absorption of Capital. 

Results of Invention. 

Economies due to Improved Methods. 
Statistics on Frauds and Lack of Credit. 
The Abuse of Credit. 

The Contraction of Circulating Mediums. 
Commodity Stocks. 

Psychological Tendencies. 

Military Armament. 

Income Taxes. 

Excise and Internal Revenues. 
Associated Charity Reports. 


All of the above have some distant bearing either 
for diagnosing present conditions or for forecasting 
future conditions; but none are sufficient in them- 
selves, and when studying any one, due weight must 
be given to all of the others. The figures on any 
one of these subjects are of value only in their re- 
lation to the other figures which we have previously 
considered. As, however, none of these miscellaneous 
subjects are of sufficient importance to the merchant 
or investor for him to collect and tabulate figures, no 
extended reference need be given to them here. 


CHAPTER VII 


CONDITIONS AND EVENTS SINCE 1860 


1860 

HOUGH this year ended in a panic, the com- 
ah paratively favorable conditions existing dur- 
ing the first six or eight months account for 
the fact that many of its figures are about normal. 
New railroad construction amounted to 1,846 miles; 
while 821,223 tons of pig-iron were produced at an 
average price of $22.70 per ton. Bank clearings 
amounted to more than $7,231,143,000. The num- 
ber of failures was 3,676 with total liabilities of 
$79,807,000. Wages in general were high; and 

133,148 immigrants entered the country. 

With money rates high throughout the year, 
conditions became particularly strained in Novem- 
ber, when for the first time in the history of the 
country, clearing house certificates were issued. 
The total volume of foreign trade amounted to 
more than $681,000,000 with a considerable un- 
favorable balance. The index of English com- 
modity prices for the year was 2,713. 

On the stock exchange, prices were generally low. 
Certain conservative stocks rose from 59 in the 
spring to 93 in the summer. The production of 
wheat amounted to about 173,104,000 bushels at 
$1.37 per bushel; that of corn amounted to about 
838,700,000 bushels at 73 cents per bushel; and 
that of cotton amounted to 3,849,000 bales at 11 
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cents perlb. Panic conditions began in November 
with the election of Lincoln to the Presidency and 
the subsequent action of the Southern States 
towards secession. 


1861 


The depression existing at the end of 1860 con- 
tinued through the first six months of this year. 
Only 651 miles of new railroad were constructed; 
and only 653,164 tons of pig-iron were produced at 
an average price of $20.26 per ton. Bank clear- 
ings decreased to the very low figure of $5,915,- 
742,000. Failures amounted to 6,993 in number, 
with liabilities of $207,210,000. Wages continued 
high, while 142,877 immigrants came into the 
country. 

Money conditions were marked by high rates 

_which dropped somewhat with the improving con- 
ditions of the last six months of the year, by a fur- 
ther issue of clearing house certificates, and by a 
suspension of specie payments. The total volume 
of foreign trade decreased to about $500,000,000. 
The index of English prices for the year was 2,751. 

Prices on the stock market were low throughout 
the year. Certain stocks, selling at 84 early in the 
year dropped to 62 in the fall. The production of 
wheat and corn decreased considerably. The 
number of bales of cotton amounted to 4,500,000. 
Wheat sold at $1.30, corn at $.60 a bushel, and 
cotton at 13 cents. In March the Morrill Tariff 
Act was passed, levying heavier duties and giving 
an impetus to industry. Thus, in spite of the 
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beginning of the Civil War, conditions improved 
steadily after the middle of the year. 


1862 

This year shows a marked improvement over 
1861. While only 834 miles of new railroad were 
constructed, 703,270 tons of pig-iron were produced 
at an increased price of $23.92. Bank clearings 
rose to $6,871,443,000. Failures were only 1,652 
in number, with $23,049,000 of liabilities. 72,183 
immigrants entered the country. 

In money matters, currency was considerably 
inflated by paper issues and money rates were 
lower. The progress toward improved conditions 
was marked by a low volume of foreign trade 
amounting to about $380,000,000. The index of 
English commodity prices was 2,878. 

Transactions in the stock market increased and 
prices rose steadily. Certain stocks sold for 71 
in the spring and for 107 in the fall. Railroads 
prospered. Among the crops, cotton production 
amounted to 1,600,000 bales at $.31 per lb.; while 
wheat sold at $1.28 a bushel and corn at $.60 
a bushel. The most significant political feature of 
the year was the development of the policy of a 
heavy war tariff for revenue purposes. 


1863 
This was a year of expansion. There were 1,050 
miles of new railroad constructed, and 846,000 tons 
of iron produced at about $35 per ton. The bank 
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clearings increased to $14,867,597,000, and failures 
decreased to 495, with liabilities of only $7,900,000. 
Immigration amounted to 132,925. 

Money conditions were temporarily aided by 
measures of Congress providing for a further cur- 
rency inflation, and gold exportation was increased 
considerably. Foreign trade increased to over 
$447,000,000. The English index of prices was 
3,492 as against 2,878 for the preceding year. 

On the stock exchange a fever of speculation 
brought about a considerable increase in transac- 
tions and an advance in prices. Certain stocks rose 
from 106 in the spring to 153 in the fall. Wheat 
sold for $1.16 and corn for $.84; 450,000 bales of 
cotton were produced at an average price of $.67 
per lb. Railroad earnings increased and the first 
horse car line was constructed in New York. Con- 
gress passed the Internal Revenue Act to increase 
the war revenue. In general the Northern troops 
were successful. 


1864 

Inflation was at full height in the beginning of 
the year, but showed marked evidences of insta- 
bility in the last months. Only 738 miles of new 
road were constructed, while pig-iron production 
amounted to 1,014,282 tons, and the price rose 
to the phenomenal point of $59 per ton. Bank 
clearings nearly doubled those of the preceding year 
amounting to more than $24,000,000,000. Failures 
increased slightly to 520 in number with liabilities 
of $8,579,000, while immigration totalled 191,114. 
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Inflation of currency and exportations of gold 
continued to an abnormal degree and money rates 
rose. Foreign trade increased to over $475,000,000. 
The index of English prices was 3,787. 

Before the end of the year, prospects as indicated 
by these abnormal figures and conditions strained 
by the corner in connection with the stock of the 
Harlem River R.R., appeared so unsatisfactory 
that many began to sell their stocks. Average 
prices of securities for the year were higher than in 
1863. Rail stocks, selling at about 150 in January, 
rose to 177 in April, fell to 141 in October and rose 
again to 155 in December. Cotton production 
amounted to about 300,000 bales selling at the 
extraordinary price of $1.00 perlb. Wheat sold at 
$2.00 per bushel and corn at $1.44 per bushel. The 
general condition of inflation was marked further 
by high wages and increased dividend payments by 
railroads. In politics, Lincoln was re-elected to 
the Presidency. 


1865 

Conditions were unstable and unsatisfactory 
during this year. While 1,177 miles of new road 
were constructed, the production of pig-iron de- 
creased sharply to 831,770 tons, selling at $46 a 
ton. Bank clearings increased slightly to $26,- 
000,000,000. Failures numbered 530 with liabili- 
ties of $17,625,000. The number of immigrants 
decreased to 180,339. 

Money rates remained high, but did not increase. 
Paper money issues were somewhat contracted and 
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reserves were increased. Foreign trade fell off to 
about $400,000,000, and the index of English com- 
modity prices dropped to 3,575. 

On the stock exchange, the price of several stocks 
fell from about 160 in the spring to 125 later in the 
year. The production of cotton jumped up to 
2,269,316 bales, selling at $.83 per lb.; while wheat 
and corn were at $2.04 and $1.26 per bushel re- 
spectively. Conditions steadily declining during 
the first of the year improved somewhat with the 
surrender of Lee, but became unsteady again with 
the death of Lincoln. The year was, on the whole, 
one of panic. 


1866 


Depression followed the panic of the previous 
year. 1,716 miles of new railroad were constructed, 
while 1,205,663 tons of pig-iron were produced at a 
price of $46.84 per ton. Bank clearings increased 
slightly to $28,717,000,000. Business failures in- 
creased 200% amounting to 1,505 in number, with 
liabilities of $53,783,000. Immigrants coming to 
the country amounted to 332,577. 

Banking conditions were rather more settled, and 
money became easier with the close of the war and 
the slight improvement in fundamental conditions. 
Foreign trade increased to more than $780,000,000 
and exports of gold somewhat decreased. Com- 
modity prices in general were low. The English 
index figure was 3,564. 

In the stock market, the decline in prices of the 
preceding year continued. The average for certain 
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stocks went as low as 99 and as high as 128. The 
first official crop report of the national government 
gave a production of 152,000,000 bushels of wheat 
sold at $2.20; 867,946,000 bushels of corn sold at 
$.90 per bushel, and 2,097,254 bales of cotton sold 
at $.43 per lb. Though, as shown by these figures, 
fundamental conditions appeared to be somewhat 
improving, still the surface conditions especially 
evident in the action of the stock market were 
decidedly depressed. 


1867 


During this year, though depression still existed 
improvement was plainly visible. There were 
2,449 miles of new railroad constructed, and 1,305,- 
023 tons of pig-iron produced at $44 per ton. 
Bank clearings amounted to $28,675,159,000 and 
failures increased to 2,780 with liabilities of $96,- 
666,000. Immigrant aliens numbered 303,104. 

Monetary conditions showed:a slight improve- 
ment over those of the previous year. Gold expor- 
tations decreased and rates were somewhat lower. 
Foreign trade amounted to $681,615,000 in volume 
with a balance of $61,337,308 of imports. The 
English commodity price index was 3,024. 

On the stock market, the price of the seven 
stocks ranged from 98 to 122. Railroad earnings 
improved. 2,519,554 bales of cotton sold at $.32 
per lb.; 768,320,000 bushels of corn sold at $1.21 
per bushel; and 212,441,400 bushels of wheat, a 
considerable increase over the previous year, sold 
at $3.33 per bushel. Confidence was strengthened 
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by the purchase of Alaska and by the opening of 
new territories in anticipation of the coming pros- 
perity. 


1868 


This was a year of marked expansion. New 
railroad construction increased to 2,979 miles; and 
1,431,250 tons of iron were produced at $39.25 per 
ton. Bank clearings amounted to $28,484,288,000. 
The number of failures decreased to 2,608 with 
total liabilities of $63,694,000; and the number of 
immigrants decreased to 138,840. 

Money rates were slightly higher. The excess 
of gold exports amounted to $51,217,027, or almost 
five millions more than that of the previous year. 
The volume of foreign trade amounted to $649,- 
328,000, with a balance in favor of imports amount- 
ing to $87,000,000. The English commodity price 
index was 2,582. 

The market became active. Certain stocks rose 
from 108 to 144. While the cotton crop was much 
the same as that of the previous year, the wheat 
crop increased to 224,036,000 bushels selling at 
$2.43 per bushel; and the corn crop increased to 
906,527,000 bushels selling at $1.23 per bushel. 
While general conditions were thus improving, the 
prices of stocks and the conditions of the stock 
market were rendered uncertain by the great con- 
test being waged between Drew and Vanderbilt for 
control of the Erie, in which the former won vir- 
tually by loading an issue of convertible bonds 
upon the Erie, and then immediately converting 
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the bonds. This and certain other unfortunate in- 
cidents left the fundamental conditions of the 
stock market at the end of the year quite un- 
satisfactory. 


1869 

This was the year of the “ Black Friday ” panic, 
a panic of the stock market which, in spite of pros- 
perity in other branches of business, served to 
render conditions unsound. Miles of new railroad 
amounted to 4,615, and 1,711,287 tons of pig-iron 
were produced at $40.61 per ton. Bank clearings 
increased to $37,407,028,000. Failures numbered 
2,799 with liabilities increased to $75,054,000. 
The number of immigrants increased to 352,768. 

The money market was affected somewhat by 
the manipulations of the stock market. Money 
rates though firm were high. The excess of gold ex- 
portations decreased to only $17,990,000, while the 
balance of trade in favor of imports increased to 
$101,079,906. The English commodity price index 
was 2,666. 

On the market, the stocks, at 144 in the early 
summer, fell to 114 in the fall. The Union Pacific 
was completed and railroad earnings in general were 
good. Incrops there were 3,000,000 bales of cotton 
at $.29 per lb.; 874,000,000 bushels of corn at $1.03 
and 260,146,900 bushels of wheat at $1.50. With 
the general conditions of expansion came a great 
westward movement. As was the case, however, 
with the Harlem corner in 1864, the “ Black Fri- 
day ” panic of this year seemed to create a wound 
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that would not heal, so that although business con- 
tinued to increase and surface conditions appeared 
to be more favorable, fundamental conditions grew 
more and more unsatisfactory every day. The 
leading bankers and merchants who were studying 
these underlying conditions and watching the re- 
lation between actual and normal figures, disposed 
of their securities and reduced their merchandise. 


1870 


Expansion continued through this year in spite 
of the unsatisfactory monetary conditions at the 
close of 1869. There were 6,070 miles of new road 
constructed, and 1,665,000 tons of iron produced at 
$33.23 perton. Bank clearings, to be sure, declined 
to $27,804,000,000; and failures increased in num- 
ber to 3,546; but wages were high and immigra- 
tion amounted to 387,000. 

In the money market, rates remained firm, al- 
though money was easier than it had been in the 
preceding year. The excess of gold exports 
amounted to $42,673,184, while the excess of im- 
ports of merchandise decreased to $57,546,000, and 
the volume of foreign trade was $864,718,000. 
The English commodity price index was 2,689. 

The stock market, though steady, dropped during 
the year, so that the stocks selling for 120 in the 
first part of the year were selling at about 102 later. 
Wheat was somewhat decreased in both price and 
production as compared with 1869; but a phe- 
nomenal corn crop, amounting to 1,094,255,000 
bushels, sold at $1.02; and the cotton crop in- 
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creased to 4,352,317 bales, selling at $.24 per Ib. 
The year as a whole was looked upon by the busi- 
ness men as prosperous. 


1871 


In this year the miles of new railroad amounted 
to 7,379, while 1,706,793 tons of iron were produced 
at $35 a ton. Bank clearings rose to $29,300,000,- 
000. The number of failures fell to only 2,915, 
with liabilities of $85,000,000. The number of 
immigrants during the year was 321,350. 

Monetary matters showed the effects of the 
weakening underlying conditions. Money was not 
as easy as in the preceding year. The excess of 
gold exports amounted to $39,074,000; while the 
volume of foreign trade amounted to $1,033,463,- 
000, with an excess of imports of $112,759,000. 
The English commodity price index for the year 
was 2,590. 

On the stock exchange, stocks rose during the 
year from 103 to 117. Railroad gross earnings 
per mile were $9,040, an unusually high figure. 
Crops were not as good as those of the preceding 
year. Cotton amounted to less than 3,000,000 
bales selling at $.17 per lb., corn to 991,898,000 
bushels selling at $.77, and wheat to 230,722,400 
bushels selling at $1.60. Added to the decline in 
crops were other factors which hastened panic 
conditions which were soon to follow. The Chi- 
cago fire, coming in this year, shook confidence and 
helped to increase money rates. In _ political 
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circles much corruption sprang up; and the Tweed 
Ring exposures produced a still further disquietude 
and lack of confidence. 


1872 


The general decline which had begun in 1871 was 
in this year somewhat checked by a number of 
causes. New construction declined to the more 
nearly normal figure of 5,878 miles; and the pro- 
duction of iron increased to 2,549,000 tons selling 
at about $49. This great increase of iron produc- 
tion was probably due to the perfection of com- 
mercial methods of making Bessemer and open 
hearth steel, greatly increasing the demand for all 
grades of pig-iron, but especially the lower grades. 
Bank clearings increased to $33,844,000,000. Fail- 
ures numbered 4,069 with $121,000,000 of liabilities; 
404,806 immigrants came to this country. 

Money conditions were not altogether satisfac- 
tory. The banks were carrying a very small sur- 
plus reserve. The excess of exports of gold in- 
creased to more than $57,000,000. The volume of 
foreign trade amounted to $1,124,802,000, with an 
excess of imports amounting to $187,000,000. 
The English commodity price index was 2,835. 

Speculation was active on the stock exchange. 
Certain stocks dropped from about 110 to about 97. 
Gross railroad earnings per mile fell to $8,116. 
Crops were rather better than in the preceding 
year, but money rates were higher. Money was 
not easy, wages were high and strikes were dis- 
turbing confidence. In politics a revision of the 
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tariff and a presidential election made conditions 
still more uncertain. Although this was a year of 
apparent prosperity, students of fundamental 
statistics, who had not already done so, now saw 
that the area of over-expansion was practically 
consumed, and immediately liquidated. 


1873 


The Boston Fire of November, 1872, precipitated 
the panic which overwhelmed the business world 
in this year. New construction declined to 4,097 
miles, though iron production increased slightly to 
2,560,000 tons and sold at $42.79 a ton. Bank 
clearings rose to $35,461,052,000. Business failures 
increased to 5,183 with liabilities over $100,000,000 
more than those of the year before. 459,803 immi- 
grants came into the country. 

Monetary matters were so unsatisfactory, and 
bank failures were so serious that clearing house 
certificates had to be issued. The excess of gold 
exports decreased from $57,000,000 to less than 
$5,000,000; while in volume foreign trade increased 
to $1,163,000,000 and in excess of imports it de- 
creased to $27,000,000. The English commodity 
price index rose to 2,947. 

On the stock exchange panic conditions were 
even more evident than elsewhere. Stocks fell as 
low as 75. Gross railroad earnings declined to 
$7,947 per mile. Crops were fair. The cotton 
production amounted to 4,000,000 bales and sold 
at $.20 per lb. Corn production amounted to 932,- 
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000,000 bushels, and wheat to 281,000,000 bushels; 
and sold at $.63 and $1.76 respectively. Money 
rates were very high, being 7% in New York for 
time loans. The Pacific Railroads, opened in the 
year 1869, were largely owned in New England and 
the promoters of both State Street and Wall Street 
had been borrowing money heavily of the insurance 
companies. These loans the insurance companies 
were now obliged to call. Moreover, the preceding 
year was the culmination of the Erie tragedy when 
James Fiske was shot and Erie stocks were struck 
from the New York Stock Exchange. Money had 
been very tight in 1872 and men of affairs clearly 
saw at the beginning of 1873 that it would be im- 
possible to continue business under existing con- 
ditions and that a house cleaning would be neces- 
sary. Consequently, when crop reports continued 
to point to small harvests, which later turned out 
to be about 100,000,000 bushels less than the pre- 
ceding year, and when the number of failures 
showed a distinct increase, things were allowed to 
seek their own level. That is, the large bankers 
and merchants withdrew their support and busi- 
ness began to decrease immediately. 

Conditions at this time are interesting to study 
as they show clearly the three steps in the progress 
of a decline and the precipitation of a crisis: first, 
the large bankers and merchants sell their securi- 
ties and reduce their merchandise, while the public 
is very optimistic; second, after some special event 
has taken place, in this case the Boston fire, which 
convinces these bankers and great merchants that 
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the time has come for a house cleaning, they with- 
draw their support, although the people are still 
bullish and the ordinary store-keeper is borrowing 
money to buy goods; and third comes the panic it- 
self, which in the case of the great panic of 1873 
caused the failure of Jay Cooke & Co., and many 
other firms. This panic made imperative the 
closing of the New York Stock Exchange from 
September 18th to the 30th. This third step is the 
beginning of the decline in the eyes of the ordinary 
merchant, manufacturer and laborer. And in real- 
ity, until this third phase comes, there is no decline 
in surface conditions, although fundamental con- 
ditions have been unsatisfactory for a year or more, 
during which time bankers and merchants who 
study fundamental conditions have been preparing 
for the depression. 


1874 

In this year panic passed into depression. New 
railroad construction declined to 2,117 miles; and 
the production of pig-iron fell off somewhat, to 
2,400,000 tons selling at only $30. Bank clearings 
declined to $22,900,000,000. Failures increased 
in number to 5,830; and immigration declined to 
313,339 persons. 

Surplus reserves in the banks increased. Gold 
exports showed an excess of $35,700,000 over im- 
ports; and of a total volume of foreign trade 
amounting to $1,131,988,000, exports exceeded 
imports by $7,756,000. The English index figure 
for commodity prices was 2,891. 
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Conservative stocks rose from the 75 of the pre- 
ceding year to 100 in the summer of this year, only 
to fall back to 93 in December. Gross railroad 
earnings per mile fell off to $7,513. Many roads 
were in the hands of receivers, and railway affairs 
were shaken by adverse legislation. Crops de- 
clined to a total for corn and wheat of 1,158,251,- 
200 bushels. Granger laws, political investigations 
and the prosecution of certain prominent promot-- 
ers, intended to place a check on the growth of 
public confidence. 


1875 


Depression continued throughout this year, and 
in fact through the succeeding three years. Only 
1,711 miles of railroad were constructed, the smallest 
number in ten years; and iron production dropped 
to 2,000,000 tons with the price at $26aton. Bank 
clearings showed a slight increase, amounting to 
$25,000,000,000. Failures, however, increased in 
number to 7,740 and in lhabilities to $201,000,000. 
Immigration declined still further to 227,498. 

In monetary matters, the excess of gold exports 
was $39,000,000; the balance of trade was again 
“in our favor” to the amount of $7,784,000 
though the volume of trade had declined to $1,014,- 
110,000. The index figure for English commodity 
prices was 2,778. 

On the stock exchange stocks were irregular and 
declining in price. Stocks averaged 100 high and 
87 low. Gross railroad earnings amounted to 
$7,010 per mile, showing a considerable falling off, 
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and both the Erie and the Wabash defaulted 
interest on their bonds. Money continued high 
and confidence was greatly upset. The crops, 
however, were much better than in the preceding 
year. Cotton production amounted to 4,632,313 
bales at $.154 per lb. Corn amounted to 1,321,- 
069,000 bushels at $.84; and wheat amounted to 
292,136,000 bushels at $1.33. This fact of better 
crops together with the business depression, re- 
lieved the money market somewhat, and rates 
gradually decreased. 


1876 


In this year the depression reached its low ebb. 
Liquidation was very thorough. New construc- 
tion, to be sure, rose somewhat to 2,712 miles; but 
iron production decreased to 1,869,000 tons selling 
at $20.75 per ton. Bank clearings declined to only 
$21,597,000,000. Failures rose to 9,092 in number 
with liabilities of $191,117,786; and immigration 
declined to 169,986. 

Owing to the thorough liquidation, money was 
becoming easier. Only $7,555,000 of gold was ex- 
ported in excess of imports; and in foreign trade 
the decline in volume to $1,018,000,000 was due to 
a decline in imports which raised the excess of ex- 
ports to $163,319,000. The English commodity 
price index was 2,711. 

The tendency of the stock market was down- 
ward. Stocks, selling at 100 in the spring, dropped 
to 62 in the winter. Railroad earnings continued 
their decline to a gross per mile of $6,764. Crops 
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were about the same as the year before in yield, 
with prices slightly lower. Money rates in New 
York on time loans had declined to 5%; and 
abroad, to 3%. In politics the Presidential elec- 
tion and the Hayes-Tilden dispute disturbed confi- 
dence. In fact, the public had become very much 
discouraged. All who had been connected with 
stocks had lost their money, prominent bankers and 
merchants had failed, railroads were carrying 
traffic at a loss, mills and factories were idle. 
Money rates were less than at any time since 1860. 

These facts showed that the pendulum had swung 
too far. But knowing that business conditions are 
like the pendulum which, after wide swings in either 
direction, tends to resume a normal position in re- 
sponse to the laws of gravity, investors and mer- 
chants who were studying the conditions and 
comparing figures saw clearly that this was the 
year in which to buy stocks, make plans for further 
extensions, and prepare for the period of improved 
conditions which was bound to come. In fact, the 
stocks which these investors sold at an average of 
144 a share in 1869, many now purchased at an 
average of 73 a share, while others who waited 
until the beginning of the following year purchased 
at an average price of 54. 


1877 
Though the depression continued, improvement 
in underlying conditions was well under way. New 
railroad construction amounted to 2,280 miles; and 
pig-iron production increased to 2,067,000 tons, 
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selling at $19.25. Failures remained about the 
same in number as in the preceding year. Strikes 
were common owing to reductions in wages, and 
immigration continued its decline in numbers to 
141,857. 

In monetary matters the excess of gold exports 
decreased to $7,352,000; while the volume of for- 
eign trade increased slightly, and the excess of 
exports decreased to $140,000,000. Commodity 
prices, as indicated by the Economist’s index 
figure, declined to 2,715. 

On the stock exchange, stocks dropped during 
the spring and summer to 54, but began to rise in 
the fall, selling at 75 in December. Gross rail- 
road earnings per mile declined to $6,380; and net 
per mile to $2,307. Crops were good: 4,773,865 
bales of cotton sold at $.118 per lb.; 1,342,558,000 
bushels of corn sold at $.59 per bushel; and 364,- 
194,000 bushels of wheat sold at $1.63 per bushel. 
In politics, the silver agitation, as usual with all 
currency disputes, tended to retard improvement. 
But though the country was in extreme depression 
at the beginning of the year, still, with the good 
crops, railroad earnings and confidence improved, 
and money rates gradually decreasing, Christmas, 
1877, was a time of thanksgiving for many who had 
escaped being crushed during the preceding five 
years. 

1878 

In spite of the signs of improvement in the year 
preceding, this year, though continuing the im- 
provement, was still in depression. New construc- 
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tion increased to 2,629 miles; and iron production 
rose to 2,301,000 tons with the price per ton at 
$17.00. Bank clearings increased to $27,814,000,- 
000: Failures increased in number to 10,478, and 
in liabilities to $234,000,000. Immigration de- 
clined still further to the low point of 138,469. 

Monetary affairs reflected the improvement 
which was under way. The volume of foreign trade 
remained the same as in the preceding year; but 
the excess of exports increased to $305,000,000, and 
the gold movements showed an excess of imports 
amounting to $1,822,000. The London Econo- 
mist’s commodity figure of 2,554 indicated the 
general tendency of commodity prices to remain 
low. 

The stock market was still unsteady and inactive. 
Only 39,875,000 shares were traded on the New 
York Exchange. Stocks rose from 69 in the spring 
to 104 in the fall. Net railroad earnings per mile, 
however, increased to $2,375. The crops of corn 
and cotton were about the same as those of the 
preceding year; while the wheat crop increased to 
420,000,000 bushels and dropped in price to $1.24 
per bushel. In politics, the silver dispute was 
continued over the Bland-Allison bill; and certain 
changes were made in the Bankruptcy Law. On 
the whole, the confidence of the public and of the 
business world was returning. 


1879 


During this year, depression passed into over-ex- 
pansion. New construction jumped to 4,746 miles; 


268 BUSINESS BAROMETERS 


and iron production increased to 2,742,000 tons, 
selling at $22.82. Bank clearings increased to 
$39,000,000,000. Failures decreased remarkably to 
6,658 in number, and only $98,149,000 in liabili- 
ties. Immigration increased somewhat to 177,800 
in number. 

The volume of foreign trade increased to $1,278,- 
762,000, the excess of exports amounted to $251,- 
557,000 and the excess of gold imports to $74,652,- 
000. Commodity prices were still low. The 
English index figure for the year was 2,225. 

On the stock market, the stocks rallied from 69 
to 104, and transactions nearly doubled. Net 
railroad earnings increased to $2,610 per mile. 
Crops were as follows: cotton, 5,755,000 bales sell- 
ing at $.108 per lb.; corn, 1,548,000,000 bushels 
selling at $.47 per bushel; and wheat 449,000,000 
bushels selling at $1.24 per bushel. In New York, 
time loan money rates were at 5%, and in Europe, 
at 22%. In accordance with the Specie Payments 
Act of 1875, specie payments were again resumed 
in this year. In fact, the entire year witnessed an 
improvement so marked that at the end of the 
twelve months, mills were in full operation, all labor 
was employed, and the entire country was in a very 
prosperous condition. 


1880 


This was the first of a series of three years of 
marked prosperity. New railroad construction in- 
creased to 6,876 miles, and pig-iron production 
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amounted to 3,835,000 tons selling at $30 a ton. 
Bank clearings jumped to $50,000,000,000. Fail- 
ures decreased still further to only 4,735 in number 
or .63 of 1% of all the firms in business, with one 
exception the lowest point on record. The num- 
ber of immigrant arrivals increased to 457,000. 

The volume of foreign trade increased to $1,586,- 
490,000, and the balance “ in favor of ” the United 
Sisites amounted to $192,876,000. Excess of gold 
imports amounted to $70,582,000. Commodity 
prices improved as illustrated by the English in- 
dex figure of 2,577. The average surplus reserve 
of the New York banks declined from $6, 800,000 
in 1879 to $6,100,000 in this year. 

On the New York Stock Exchange, transactions 
increased from 72,000,000 to almost 98,000,000 
shares. The stocks rose from 99 to 123. Net rail- 
road earnings increased to $3,029 per mile. Crops 
were excellent; 6,606,000 bales of cotton selling at 
$.115 per lb.; 1,717,434,000 bushels of corn selling 
at $.55 per bushel and 499,000,000 bushels of wheat 
selling at $1.30 per bushel. Confidence reigned 
throughout the country; consolidations were in 
progress; new industries were started; new rail- 
roads were projected; and every one was elated 
over the fact that the country was once more pros- 
perous. Moreover, Garfield, the candidate for the 
Republican party, always representative of busi- 
ness interests, was elected President in November. 
Money was constantly in more demand, and the 
rates were gradually increasing. 
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1881 

Although the general public considered this year 
one of great prosperity, there were certain events 
which caused the barometers of fundamental con- 
ditions to begin to decline, and before the year 
closed, said fundamental conditions were unsatis- 
factory. Thus, a new construction rose to the ab- 
normal figure of 9,778 miles; while production of 
pig-iron increased slightly and the price declined. 
Clearings jumped to more than $63,000,000,000. 
Failures increased in number to 5,582. The num- 
ber of immigrant arrivals amounted to 669,431. 

Money conditions, too, were not altogether 
satisfactory. The volume of foreign trade de- 
creased slightly, and the balance “in favor of” 
this country decreased as did the excess of gold im- 
ports. In the New York banks the surplus re- 
serve fell to $4,500,000. Commodity prices were 
somewhat lower as indicated by the English index 
figure of 2,376. 

Transactions on the New York Stock Exchange 
amounted to more than 114,000,000 shares. Stocks 
selling at an average price of 125 in January, rose 
to 134 in June, and fell again to 121 in December. 
Railroad net earnings declined slightly to $2,928 
per mile, being due in part to the Trunk Line Rate 
War. Money rates abroad increased to 4% and 
at home to 54% on time loans. The crops de- 
creased considerably in yield, wheat and corn to- 
gether amounting to less than 1,600,000,000 
bushels. Tremendous stock issues were being 
floated, and large stock dividends were being de- 
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clared. While to outsiders everything appeared to 
be very prosperous, yet to the careful student it 
was plain that conditions were not what they 
should be, and needed only some sudden disturbing 
event to start disaster, such an event as the Harlem 
corner in 1864 and the Boston fire in 1872. This 
sudden event turned out to be the shooting of 
President Garfield on July 2, 1881, after which 
event, the bankers and merchants who kept care- 
ful watch of conditions decided to sell. 


1882 


Fortunately for those who had not already liqui- 
dated, prosperous conditions continued in many 
of the important lines during this year and the 
next. New railroad construction amounted to 
11,599 miles, or next to the largest new mileage 
for any year in the history of the country; and 
iron production was correspondingly inflated to 
4,623,323 tons, selling at $25.77 per ton. Bank 
clearings decreased slightly to $61,000,000,000. 
Failures numbered 6,738, with liabilities of $101,- 
547,564. Immigration rose to the abnormal figure 
of 788,992. 

Monetary matters were also uncertain. Gold 
movements showed a return of excess of exports 
amounting to more than $25,000,000; while the 
volume of foreign trade increased to $1,520,000,000 
and the excess of exports declined to $15,138,000. 
The surplus reserve of the New York banks de- 
clined still lower than in 1881, to $3,500,000. The 
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London Economist’s commodity price figure for 
the year was 2,435. 

On the New York Stock Exchange, transactions 
increased to 116,300,000 shares. Nine stocks fell 
to a low point of 113 in the early summer and 
rose again to 126 in August. Railroad earnings 
decreased to a net per mile of $2,670. Crops, how- 
ever, the real redeeming feature of the year, were 
better than in 1881. The cotton crop of 6,950,- 
000 bales sold at $.115 per lb. Corn amounting to 
1,617,000,000 bushels, sold at $.77 and wheat, 
amounting to 504,000,000 bushels, sold at $1.32 
per bushel. Owing chiefly to these crops, although 
a decline had set in, it was not perceived by the 
general public. As mentioned in the account of 
the year 1873, there are three steps in every de- 
cline; and the second, that in which the leaders 
withdraw their support, had not come, for this 
was the year in which Jay Gould made his famous 
exhibit of securities. As will be seen by referring 
to the newspapers of that day, it was clearly under- 
stood by students of conditions that a distinct de- 
cline had begun, and Gould probably knew this 
as well as any man. Therefore, although he was 
preaching that the conditions were perfectly sound 
and that still greater prosperity was ahead, he 
himself was doubtless unloading and liquidating 
with all possible speed in preparation for the public 
withdrawal of his support later. Moreover, the 
banks were aiding their directors by keeping down 
money rates although the demand for money was 
very great. Students of fundamental statistics, 
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however, could not be misled, and knowing that 
the area of over-expansion was rapidly being con- 
sumed, prepared for trouble. 


1883 

Though nominally considered a year of pros- 
perity, this was in truth a year of decline and in- 
stability of underlying conditions. New construc- 
tion fell off to 6,818 miles, and iron production to 
4,595,000 tons. Bank clearings in this year, for the 
first time published for the whole country instead of 
for New York alone, amounted to $51,731,472,000. 
Failures increased in number to 9,184 and in lia- 
bilities to $172,800,000. Immigration also showed 
a decline. 

Money conditions were supported by a volume 
of foreign trade amounting to $1,482,275,000. 
The balance in favor of this country increased to 
$108,000,000, and excess of gold imports due to 
gold purchases from abroad amounted to $16,- 
000,000. The New York bank reserves were still 
low, being about $4,200,000. The English com- 
modity price index fell to 2,343. 

The stock market held up remarkably well, 
although the high prices were maintained only 
through manipulation and in order to allow the 
insiders the opportunity to liquidate. Stocks 
fell from 119 to 109. Railroad earnings increased 
slightly both in gross and net. Money rates in 
New York averaged 54% and in Europe, 33%. 
Crops, too, were poorer than in the preceding year, 
the yield of wheat and corn combined amounting 
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to less than 2,000,000,000 bushels. On the whole, 
these facts, added to agitation over tariff and in- 
ternal revenue questions, rendered business condi- 
tions abnormal and unsound, and clearly foretold 
the panic about to follow. 


1884 


The unsound conditions of the preceding year 
were reduced, in this year, to panic conditions by 
the great Ward and Grant failure on May 6, to- 
gether with the failures of Henry Villard and James 
R. Keene. New construction declined to 3,973 
miles, and iron production was reduced by about 
500,000 tons. Bank clearings decreased to $44,- 
000,000,000. Failures rose to 10,968 in number, 
with $226,000,000 of liabilities. Immigration also 
declined to 500,000 in number. 

In foreign trade, both exports and imports de- 
creased. The balance “in favor of ” this country 
was $120,000,000; but gold movements showed an 
excess of exports amounting to $12,990,000. The 
New York banks held a large surplus reserve of 
$20,800,000. Commodity prices fell as illustrated 
by the English index figure of 2,195. 

On the stock market, artificial support being re- 
moved from money conditions, stock prices fell 
rapidly. Stocks sold at 113 in February, and 85 
in the winter months. Net railroad earnings de- 
clined to $2,318 per mile. Crops, however, were 
again good, corn and wheat amounting to over 
2,300,000,000 bushels. If it had not been for the 
good crop reports during this year, probably stocks 
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would have declined very much further. As it was, 
even the election of Grover Cleveland by the 
Democrats in November did not seem to break the 
market very severely. 

1885 

Depression, as usual, followed the panic, in this 
year. Only 3,131 miles of new railroad were con- 
structed; and iron production declined to 4,044,000 
tons, selling at $18. Bank clearings declined to the 
low figure of $41,474,000,000. Failures were 
slightly lower than in 1884 both in number and in 
liabilities. Immigration figures declined to 395,- 
346. 

In monetary matters, the volume of foreign trade 
decreased to $1,276,118,000 and the balance “in 
favor of ” the country decreased to $100,000,000. 
Gold movements showed an excess of imports of 
$12,200,000. The average surplus reserves in the 
New York banks rose to the enormous sum of 
$48,000,000. The English commodity price index 
was 2,023. 

The stock market was comparatively active. 
Stocks rose from 86 to 111. There was a consider- 
able issue of new stocks and bonds amounting to- 
gether to $567,500,000. Railroad earnings dropped 
to the low figure of $2,185 net per mile. Money 
rates in New York dropped from 4% to 3% on 
time loans. The crops were rather better than in 
the preceding year, but prices were considerably 
lower. In politics, the silver agitation rather in- 
creased the general weight of depression which 
existed throughout the year. 
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1886 

General depression continued in this year, though 
improvement was well under way before its close. 
New construction jumped up to 8,128 miles; while 
iron production increased to 5,683,000 tons, selling 
at $18.70. Bank clearings, too, increased to $49,- 
000,000,000 and failures decreased somewhat both 
in number and in liabilities. Immigration de- 
creased slightly to 334,203. 

In the monetary field money was easier. The 
volume of foreign trade remained about the same; 
but the balance between exports and imports of 
both gold and commodities was much reduced. 
The abnormal average surplus reserve of the New 
York banks in 1885 was in this year reduced to 
$14,200,000. Commodity prices in general were 
the same as indicated by the English index figure 
of 2,023. 

The New York Stock Exchange was active during 
this year. Transactions amounted to more than 
100,000,000 shares, and stocks rose from 106 to 
118. Money rates in New York rose to 42% and 
the banks began pretty generally to buy bonds. 
Railroad earnings improved both in gross and net; 
and crops were about the same as in the preceding 
year in yield, but somewhat lower in prices. Cot- 
ton sold for $.092 per lb., corn for $.52 per bushel 
and wheat for $.89 per bushel. A period of im- 
provement had commenced, and although many 
small merchants were only beginning to feel the 
effects of the great depression, true conditions were 
distinctly more than normal and the pendulum 
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was swinging too far the other way. In view of 
this, stocks began to rally and plans for extensions 
and large undertakings were again discussed. 
Moreover, the defeat of the various bills which were 
introduced into Congress for the reduction of the 
tariff caused a special increase of confidence among 
manufacturers, wholesalers and bankers. Money 
rates also, remaining normal, greatly encouraged 
new enterprises. 


1887 


This year ushered in a new period of expansion. 
New railroad construction amounted to 12,983 
miles, the largest figure in the history of the coun- 
try; while pig-iron production increased to 6,417,- 
148 tons selling at $21 a ton. Bank clearings rose 
to $51,000,000,000, and failures amounted in num- 
ber to 9,634 or .90 of 1% of all the firms in business. 
Impelled by the tide of expansion, immigration 
increased to 490,000. 

The volume of foreign trade also showed a 
marked increase due chiefly to an increase in im- 
ports, as is generally the case in a period of expan- 
sion. Consequently the balance of trade favoring 
exports decreased to $6,000,000; but the excess of 
gold imports increased to $35,700,000. Surplus 
reserves were still further reduced, and prices began 
to rise. The London Economist’s commodity in- 
dex for the year was 2,087. 

The stock market was rather less active than in 
the preceding year, and the prices of stocks fell 
from 125 to 112 in the summer and fall, owing 
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probably in part to the approaching presidential 
election and the doubt and hesitation which is 
always reflected in business circles with the ap- 
proach of this process in politics. But railroad 
earnings improved, the net per mile being $2,444, 
and money rates were normal. Moreover, while 
the yields of corn and wheat together amounted to 
less than 2,000,000,000 bushels, the cotton yield 
increased from 6,500,000 bales of the year before, 
to 7,000,000 in this year. In politics, government 
control of railroads was inaugurated in this year 
by the passing of the Interstate Commerce Act. 


1888 


Owing to satisfactory fundamental conditions, 
all business made rapid progress in this year in spite 
of the fact that it was a “ presidential year.”” New 
construction amounted to 7,066 miles, and iron 
production increased slightly to 6,489,000 tons. 
Bank clearings were about normal at $49,541,000,- 
000; and failures, though increased in numbers, 
were decreased in total liabilities. The number of 
immigrant arrivals increased to 546,000. 

Monetary conditions were interesting. While 
exports decreased, imports increased and the total 
volume of foreign trade decreased to $1,417,000,000. 
Consequently there was at the end of the year a 
balance of trade “ unfavorable” to the United 
States amounting to $33,600,000 and a resulting 
excess exportation of gold amounting to $23,500,- 
000. Domestic money rates remained at 5%, but 
surplus reserves in New York banks increased to an 
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average reserve of $17,000,000. The English index 
figure for commodity prices rose to 2,458. 

The inactivity of the stock market during this 
year can probably, as in the fall of 1887, be ascribed 
largely to the approaching presidential election. 
Early in the year, stocks stood at a low point of 
113; after the election they bounded up to 126 in 
December. In fact, with the election of the Re- 
publican candidate, General Harrison, business in 
general showed a marked improvement. The net 
railroad earnings for the year amounted to $2,045 
per mile, a low figure. Total crops, too, showed no 
great increase, though the total wheat and corn 
crops amounted to 2,400,000,000 bushels. 


1889 

This was a year of prosperity. New railroad con- 
struction was normal at 5,695 miles; while iron pro- 
duction increased to 7,600,000 tons selling at $17.79 
aton. Bank clearings rose to $56,000,000,000, and 
failures increased somewhat. Immigration de- 
clined to 444,000. 

The volume of trade was only slightly larger 
than in the preceding year with an unfavorable 
balance again amounting to an excess of imports 
equal to $56,584,000. Exportations of gold, how- 
ever, continued to exceed imports, in this year, by 
$38,900,000. Surplus reserves of the banks were 
somewhat below normal. As indicated by the in- 
dex figure of the London Economist, which was 
2,362 for this year, commodity prices had some- 
what dropped. 
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On the stock exchange, transactions showed an 
increase. Stocks rose from 123 in the spring to 
136 in the fall. Domestic time loan rates con- 
tinued at 5%, while those abroad were at 3%. 
The net earnings of railroads still remained low. 
Crops, however, were excellent, especially those of 
corn and cotton, which were the largest in the his- 
tory of the country thus far. The cotton crop of 
7,472,511 bales sold at $.106 per lb.; the corn crop 
of 2,112,892,000 bushels sold at $.44 per bushel; 
and the wheat crop of 490,560,000 bushels sold at 
$.91. 


1890 


In this year, sound prosperity changed to an 
‘‘ uncertain prosperity,” which was to continue for 
two years longer, during which time, while surface 
conditions looked satisfactory, fundamental condi- 
tions were far from sound. New construction 
amounted to 5,656 miles, and pig-iron production 
increased to 9,000,000 tons, selling at $18. Bank 
clearings also rose to $60,800,000,000, and failures 
increased only slightly. Immigration showed little 
change. 

In monetary matters, the volume of foreign 
trade increased to $1,680,000,000 and the excess 
of exports amounted to $34,000,000. Exports of 
gold exceeded imports by only $3,700,000. Surplus 
reserves in the New York banks fell to the low 
average figure of $3,700,000. The English com- 
modity price index figure, 2,247, shows a still 
further drop in prices. 
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The stock market condifions were peculiar. 
Railroad earnings rose to a net per mile of $2,162. 
The cotton crop was unusually large, amounting to 
8,600,000 bales; but the wheat and corn crops fell 
off considerably, amounting together to only 1,900,- 
000,000 bushels. Money rates in this country rose 
to 6% and abroad to 4%. Ten stocks which re- 
mained above 130 until the fall, suddenly dropped 
then to 118. This drop marked what may be 
called a “‘ surface panic,” brought on by the great 
Baring Failure at which time clearing house cer- 
tificates were issued to relieve the pressure on the 
banks. Public confidence and courage, greatly 
agitated by this panic, was still further disturbed 
during the year by the political discussions which 
ended in the passing of the McKinley Tariff Act 
and the Silver Purchase Act. 


1891 

In spite of the generally favorable surface con- 
ditions of this year, confidence was not fully re- 
stored. New railroad construction decreased to 
4,620 miles and pig-iron production fell off nearly 
a million tons. Bank clearings also declined to 
$56,700,000,000; and failures increased to 12,273 
in number with liabilities of $189,868,000. Immi- 
gration increased to 560,319. 

Foreign trade continued to develop, amounting 
in volume to $1,798,830,000 with a balance of 
$142,000,000 in favor of the United States. Gold 
exports increased correspondingly to an excess over 
imports of $34,000,000. Surplus reserves in the 
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New York banks rose to $11,000,000. The English 
index figure of commodity prices declined to 2,207. 

The listing of new securities, which had amounted 
to the large figure of $1,122,800,000 in 1890, de- 
clined in this year to $476,500,000. The Exchange 
was dull. Ten stocks sold around 115 until the 
late summer, when they rose to 128. Railroad 
earnings remained much the same as in the year 
preceding. Crops, however, were phenomenally 
large. The cotton crop of 9,000,000 bales sold at 
$.086 per lb. The corn crop of 2,000,000,000 
bushels sold at $.67 per bushel. The wheat crop 
of 612,000,000 bushels sold at $1.05 per bushel. 
These fine crops caused the newspapers to be es- 
pecially bullish, and enabled bankers and mer- 
chants to keep money rates from advancing further 
and to bolster up the market in order to unload 
their securities and merchandise. In fact, most 
people believed this a very satisfactory year. 
Students of fundamental statistics, however, clearly 
saw that the area of expansion was about con- 
sumed and prepared for trouble. 


1892 


The prosperity of this year, so-called, was 
largely due to artificial causes. New construction 
amounted to only 4,584 miles, while the production 
of pig-iron rose to more than 9,000,000 tons and its 
price fell off to $12.74 per ton. Bank clearings in- 
creased to $62,011,000,000; failures declined in 
number to 10,344 and in liabilities to $1 14,000,000, 
and immigration figures rose to 623,000. 
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Although the commodity exports exceeded im- 
ports by $97,000,000, still there was a net exporta- 
tion of gold amounting to $58,000,000. The New 
York banks’ average surplus reserve amounted to 
$15,600,000. Commodity prices in this country, 
as indicated by Bradstreet’s index figure of $7.78 
which began in this year, were fairly high, while in 
England the index figure of 2,107 indicates that 
there they were low. 

On the New York Stock Exchange, transactions 
increased to 86,000,000 shares. Ten stocks fluc- 
tuated between 126 and 135, beginning and ending 
the year at about 130. Net railroad earnings per 
mile declined to $2,068. Crops were much smaller 
than in the preceding year, corn and wheat together 
amounting to less than 2,150,000,000 bushels. In 
short, it was clearly evident to students of fun- 
damental statistics that the area of expansion was 
more than consumed, and those who had not 
already liquidated, sold securities, merchandise and 
everything else possible in preparation for a period 
of depression. 


1893 


Questionable prosperity passed readily into panic 
with the great failure of the National Cordage Co. 
on the 4th of May. The collapse was complete. 
New construction dropped to 2,789 miles; and iron 
production amounted to only 7,000,000 tons. 
Bank clearings in like manner fell off to $54,143,- 
000,000; failures increased to 15,000 in number 
with liabilities of more than $347,000,000; and 
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immigration, though not so quickly affected as 
these other subjects, declined to 502,917. 

In monetary affairs, both exports and imports 
of commodities declined; and while the excess of 
exports increased slightly to $99,600,000, the excess 
of gold exports declined to $6,700,000. The aver- 
age surplus reserve of the New York banks in- 
creased to $21,600,000. Bradstreet’s index figure 
of American prices dropped to $7.53, while the 
English figure rose slightly to 2,113. 

The stock exchange was dull and, of course, de- 
clining. Ten stocks dropped from 135 to 102. 
Railroad earnings showed no particular change 
from the year before; but commercial paper rates 
in New York averaged 7%. Unfavorable crop re- 
ports, which had increased the collapsing tendency 
during the year, were fully substantiated by the 
final reports. To be sure, cotton was a little better 
than in the preceding year, and corn showed only a 
slight decline, but wheat had dropped off from 
516,000,000 bushels to 396,000,000 bushels, selling 
at the decreased price of $.74 a bushel. In fact, 
support of all kinds had been withdrawn, and every 
commodity, including money, was allowed to seek 
its own level. 

1894 

In this year the inevitable period of depression 
following a severe panic began in earnest. New 
railroad construction declined to only 2,264 miles, 
and the production of iron amounted to only 
6,700,000 tons. In like fashion bank clearings de- 
clined to $45,460,000,000; failures were still high 
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at 13,885 in number, though liabilities decreased 
to $173,000,000; and immigration declined to 
314,467. 

Monetary matters showed the same depression. 
The volume of foreign trade declined to $1,501,415,- 
000 while the excess of exports increased (through 
a decided decrease in imports) to $149,000,000. 
Excess of gold exports jumped up to $80,000,000 
and bank reserves in the New York banks in- 
creased to $45,900,000. Commodity index prices 
dropped in America to $6.68 and in England to 
2,002. 

On the New York Stock Exchange only 49,000,- 
000 shares were traded. The ten stocks rose to 115 
in the spring and fell back again to about 106 in 
the winter. Railroad earnings fell to $1,803 per 
mile, net, the lowest figure on record. Crops, too, 
were exceptionally poor. Cotton, to be sure, 
amounted to 9,900,000 bales in yield, but it sold at 
the low price of $.07 per lb.; and corn and wheat 
together yielded less than 1,673,000,000 bushels. 
In reality this year witnessed the greatest crop 
failure in the history of the country. The crops 
had fallen below 1,600,000,000 bushels during the 
’70s, yet a very much smaller area was then under 
cultivation and conditions were entirely different. 
As figures clearly show, a small increase or decrease 
in crops does not affect business excepting senti- 
mentally; but a great failure such as was witnessed 
in 1894 gives the country a shock from which it may 
take several years to recover. In addition to the 
crop failures, the Pullman strike occurred in this 
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year, and the Wilson bill affecting the tariff was 
also passed; in fact, 1894 was apparently the worst 
year since the Civil War. 


1895 


This year began in great gloom. The depression 
of the preceding two years, during which so many 
bankers and merchants had failed and one-third 
of the total railroad mileage of the United States 
had fallen into the hands of receivers, began to 
have its effects upon all labor and even upon the 
most humble storekeeper. Mills were shut down, 
great poverty existed in the cities, and distress was 
everywhere felt. New railroad construction de- 
clined to 1,938 miles. Iron production, however, 
had improved both in yield and in price, amounting 
to 9,000,000 tons and selling at $10.86 a ton. Bank 
clearings, too, showed a gain to $53,000,000,000; 
and failures decreased slightly in number. Only 
279,948 immigrants entered the country. 

The total volume of foreign trade showed a slight 
increase over the preceding year, but the balance 
“in favor of ” the United States declined to $23,- 
000,000. Still, the gold exports continued in large 
amounts, exceeding the imports by $70,600,000; 
and the surplus reserves, though reduced from the 
figures of the year before, were still high. Com- 
modity prices were slightly lower than in 1894 
in this country, and dropped somewhat in England. 

The stock market was rather more active; but 
again the ten stocks rose from 105 in March to 
about 121 in September only to fall back to about 
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108 in the winter. Railroad earnings were $1,804 
per mile net, or practically the same as in 1894. 
But crops were somewhat improved. The cotton 
yield of 7,000,000 bales sold at $.074 per lb.; the 
corn crop of 2,000,000,000 bushels sold at $.48 per 
bushel; and the wheat crop of 467,000,000 bushels 
sold at $.67 per bushel. And, added to the fair 
crops, there was the low domestic money rate of 
4% to lend aid to an improvement. In fact, con- 
ditions would doubtless have taken a turn for the 
better had it not been for the very unfortunate 
condition of finance, and the great exportation of 
gold. Although President Cleveland did every- 
thing within his power to uphold the gold standard 
and the credit of the United States, the drain was 
too heavy, especially after his famous Venezuela 
message, and the threatened possibility of war 
with our greatest foreign creditor, England. 


1896 


This year business was still depressed from the 
panic of 1893 and the heavy gold exportations of 
1894-5. Railroad mileage increased to 2,067 miles, 
129 miles above the low figure for 1895; and 
iron production declined to 8,600,000 tons selling 
at $10.29 a ton. Bank clearings decreased to $51,- 
000,000,000. Failures increased considerably to 
15,000 in number with total liabilities of more than 
$226,000,000. Immigration amounted to 343,267. 

In monetary matters, the volume of foreign trade 
increased to $1,687,000,000 and the excess of ex- 
ports jumped up to $324,000,000. In gold move- 
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ments, imports exceeded exports $46,400,000. The 
American index of commodity prices dropped to 
the low point of $5.91. 

The New York Stock Exchange was dull in trans- 
actions, but listed more than $1,000,000,000 of new 
securities about equally divided between bonds 
and stocks. ‘The ten stocks once more fluctuated 
between 113 and 99 in August. Railroad earnings 
increased to $1,840 per mile net. Money rates on 
time loans in New York, owing to the currency 
troubles of the preceding year and the spring of this 
year, rose from 4% to6%. Though the wheat crop 
itself declined somewhat, the total of corn and 
wheat amounted to more than 2,700,000,000 bushels 
and cotton yielded 8,522,000 bales. Therefore, 
although there were no signs of better times in sur- 
face conditions, fundamental conditions were be- 
coming much sounder. Had it not been for the 
alarm felt at the Democratic nomination of Bryan 
in June, this would have been from its very begin- 
ning a year of distinct improvement; and when the 
election of McKinley in the fall of 1896 had re- 
moved this cause of distrust, bankers and mer- 
chants who were studying the situation became con- 
vinced that a change for the better was imminent. 
In fact, it was evident from a study of fundamental 
statistics that the area of depression was about 
consumed, and a period of over-expansion due. 
They therefore purchased securities and merchan- 
dise in large quantities, and later made great profits 
thereby, as the major bear movement commencing 
in 1892 was at an end. 
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1897 

Distinct improvement characterized this year. 
New railroad construction increased to 2,161 miles 
and the production of pig-iron amounted to 9,600,- 
000 tons. Bank clearings increased to $57,000,- 
000,000 and failures decreased in number from 
1.31% of all the firms in business to 1.26%. Immi- 
gration amounted to 230,832. 

Monetary matters were more sound. The for- 
eign trade increased to $1,842,000,000; and the 
excess of exports to $357,000,000. Gold exports 
again exceeded imports but only to the small 
amount of $253,000. Surplus reserves in the New 
York banks averaged the high figure of $38,500,- 
000. Commodity prices in this country rose as 
shown by Bradstreet’s index figure of $6.12. 

The stock market was more active, but the ten 
stocks continued much the same range of fluctua- 
tions they had passed through in the last three 
years. Domestic money rates returned to the 4% 
of 1895, and railroad earnings continued to im- 
prove. Crops, too, remained strong. Though 
corn showed a decrease, wheat increased to 530,- 
000,000 bushels and cotton increased to 11,000,000 
bales. The three sold respectively at $.319, $.954 
and $.07. When the Dingley Tariff Act had 
brought an end to anxiety in that field, it was dis- 
covered that the country was well on the road to 
prosperity. 

1898 

Everywhere prosperity reigned. New construc- 

tion amounted to 3,199 miles, while iron produc- 
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tion increased to 11,700,000 tons selling at $9.46. 
Bank clearings jumped up to $68,827,000,000; 
failures decreased to 12,000 in number; and 230,000 
immigrants entered the country. 

In monetary affairs, the volume of foreign trade 
still showed an increase due to the great increase 
in exports in spite of the fact that imports had 
somewhat declined. Exports which had amounted 
to only $824,000,000 in 1895 had increased steadily 
with the improving crops until in this year they 
amounted to $1,255,000,000 or rather more than 
two-thirds of the total volume. Imports of gold 
increased correspondingly to the immense figure of 
$120,391,674. Surplus reserves showed a decline 
from the abnormally high figures of the preceding 
year. American commodity prices continued to 
rise as indicated by Bradstreet’s index figure of 
$6.57. 

The New York Stock Exchange reported trans- 
actions amounting to 113,000,000 shares, and new 
securities listed amounting to $1,228,000,000 of 
which $700,000,000 were bonds. The ten stocks 
rose from a low point of 115 to a high point of 127 
in June. Net railroad earnings jumped up to 
$2,111 per mile. Once more money rates were nor- 
mal, time loans in New York averaging 43%. The 
crops, too, kept pace with the advancing pros- 
perity, for cotton amounted to 11,200,000 bales, 
corn to 1,900,000,000 bushels, and wheat to 675,- 
000,000 bushels. Although the Spanish War tem- 
porarily disarranged business, it was so short that 
it acted in the end as a great stimulus to trade. 
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1899 

Conditions, already prosperous, continued to 
improve throughout this year. New mileage 
amounted to 4,592 miles; iron production ad- 
vanced to 13,600,000 tons. Bank clearings showed 
a phenomenal growth to $94,000,000,000, while 
failures decreased to 9,337 in number or only .81 of 
1% of all the firms in business. The number of 
immigrants increased to 311,715. 

Monetary conditions showed a similar strength. 
The volume of foreign trade amounted to more 
than $2,000,000,000 and the balance sheets showed 
an excess of exports amounting to $476,000,000. 
Money rates at home and abroad were 4%, and the 
excess of importation of gold amounted to only 
$6,000,000. Commodity prices in this country and 
in England showed an increase as indicated by 
Bradstreet’s index figure of $7.21 and the Econo- 
mist’s figure of 1,972. 

On the New York Stock Exchange, transactions 
increased to 176,000,000 shares, while the listing of 
new securities amounted again to nearly $1,230,- 
000,000. The ten stocks continued their rise from 
126 to 144. Net railroad earnings increased to 
$2,272 per mile. Though the cotton and wheat 
crops showed a decline, corn increased so that the 
total bushels of corn and wheat together again 
amounted to more than 2,600,000,000 in number. 
Industry in all lines was again firmly on its feet. 
In reaction against the cut-throat competition 
which had existed all through the depression just 
ended, and had thoroughly exasperated business 
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interests, a great movement towards consolidation 
in industries and towards “ integrating trusts” 
began in earnest with this burst of expansion. In 
fact, this year saw the beginning of many of our 
largest trusts and monopolies in their present form 
of organization. 


1900 


With the opening of this year, over-expansion was 
in fullswing. To be sure some of the figures in the 
fundamental subjects showed a slight decline as 
compared with those of 1899, but this was rather 
a hopeful sign than otherwise for the prospects of 
the continuation of good times. Thus new railway 
construction declined to 4,157 miles while pig-iron 
production remained high at 13,789,000 tons selling 
at $17 a ton. Bank clearings, too, declined to 
$86,000,000,000, but this was still more than $15,- 
000,000,000 greater than the clearings of two years 
before. Failures numbered 10,774 with liabilities 
of $138,495,000. Immigration increased to 448,570 
in number. 

While the total volume of trade advanced to 
$2,300,000,000, the balance “in favor of” this 
country reached to $648,800,000, the largest bal- 
ance of this kind in the history of the country. 
Imports of gold exceeded exports by $12,600,000. 
Bank reserves were normal. In commodity prices, 
Bradstreet’s figure rose to $7.88 and the Econo- 
mist’s to 2,178. 

The stock market continued active in transac- 
tions but a smaller amount of new securities were 
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listed. Though suffering the usual spring slump of 
this period, the ten stocks rose from a low point of 
132 to a high point of 155. Net railroad earnings 
advanced to $2,519 per mile. Domestic money 
rates strengthened to 5% on time loans. Crops 
were again firm both in yield and in price. Corn 
and wheat together amounted to 2,627,000,000 
bushels and sold respectively at $.80 and $.45 per 
bushel. The reélection of McKinley and the en- 
actment of the “ Gold Standard ” bill gave addi- 
tional impetus to business. Everywhere consoli- 
dation was the rule, especially in the railroads, 
where ‘‘community of interests”? was becoming 
common. 


1901 


Prosperity was running riot. New construction 
increased to 4,912 miles, while iron production ad- 
vanced to 15,878,000 tons selling at $14. Bank 
clearings bounded up to $118,410,000,000 and 
failures remained about the same as in 1900. 
Immigrants increased somewhat to 487,900. 

A slight increase came in the total volume of 
foreign trade, but the excess of exports decreased 
somewhat. The latter fact was due to an increase 
in imports, and the excess of gold exports which 
came in this year amounted to $3,000,000. Bank 
reserves were still about normal, though tending to 
decline. Commodity prices both in this country 
and in England declined as indicated by the respec- 
tive index figures of $7.57 and 2,014. 

The activity of the stock market was extreme. 
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On the New York Exchange more than 266,000,000 
shares were traded, and more than $2,565,000,000 
of new securities were issued, of which the majority 
were stocks. This was the year when a partial 
panic in the market was caused by the Northern 
Pacific stock corner, and most stocks suffered from 
artificial manipulation. The ten stocks, which we 
have used heretofore, rose from 154 to 172 between 
January and November, 1900, but more active 
stocks continued the sharp advance begun in 1900, 
to May of 1901. Net railroad earnings continued 
their increase to $2,668 per mile. To be sure the 
corn crop decreased somewhat, but the wheat crop 
increased from 500,000,000 to 748,000,000 bushels. 


1902 


This was a year when the average business man 
and manufacturer were very optimistic; when the 
daily papers were prophesying still higher prices 
and still greater activity, and when the surface 
conditions were apparently more satisfactory than 
ever before. If it had not been for gigantic 
crops, a severe depression would probably have set 
in at once. In mercantile conditions, new railroad 
construction amounted to 5,076 miles while iron 
production increased to 17,800,000 tons, selling at 
the advanced price of $20 a ton. Bank clearings 
remained at about $118,000,000,000 while failures 
remained abnormally low at 11,615 in number or 
only .93 of 1% of all the firms in business. Immi- 
gration increased to 648,743. 
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Monetary conditions showed a slight decrease in 
the total volume of trade; also a decrease to 
$391,000,000 in the balance of exports, due, again, 
entirely to an increase in imports. Gold imports 
exceeded exports by $8,000,000. Bank reserves 
were abnormally low, those of the New York banks 
averaging only $10,700,000. American commodity 
prices showed a distinct gain indicated by Brad- 
street’s index figure of $7.87, but English prices 
were falling. 

The New York Stock Market, though not so 
active as in 1901, still reported transactions 
amounting to 188,000,000 shares, and new securi- 
ties listed amounting to $1,317,000,000. Thus in 
two years new securities had amounted to almost 
$4,000,000,000. Men who recognized the meaning 
of this tremendous increase in new securities issued, 
knew that a day of reckoning must come soon. 
Meanwhile, the ten stocks continued to rise from 
170 to 190, but fell again to about 170 in December. 
Net railroad earnings continued to increase to 
$2,830 per mile. A slightly decreased wheat crop 
was reinforced by an increase in corn amounting to 
1,000,000,000 bushels, so that the total crop of 
wheat and corn amounted to more than 3,150,000,- 
000 bushels. Cotton production increased 2,000,- 
000 bales over the previous year. But even these 
excellent figures could not save the unsound condi- 
tions of the money and stock markets. Further- 
more, confidence was unsettled by severe anti-trust 
agitation and certain government prosecutions of 
trusts. These facts, together with a study of the 
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Babsonchart, clearly warned students of the situa- 
tion that the area of over-expansion was about 
consumed, and another depression was again 
imminent, although it was generally believed that 
this “‘ area ’’ represented only a minor movement, 
and that the major movement, beginning in 1897, 
was still upward. 


1903 


Shaken confidence and unstable stock market 
conditions resulted in the so-called ‘‘ Undigested 
Securities Panic ” of this year, in which few figures 
of fundamental subjects were radically altered ex- 
cept those directly related to the stock market. 
Thus new railroad construction advanced to 4,675 
miles, and the production of pig-iron to 18,000,000 
tons. Bank clearings declined to $109,000,000,000. 
Failures increased in number to 12,069 or .94 of 
1% of all the firms in business. Immigration ad- 
vanced to 857,000. 

In monetary matters the volume of foreign trade 
advanced to $2,480,000,000 and the balance “ in 
favor of” this country amounted to $489,000,000. 
Excess of gold imports increased to $20,900,000. 
Bank reserves increased somewhat. American 
prices remained strong at $7.94 and English prices 
strengthened. 

On the New York Stock Exchange, transactions 
declined to 161,000,000 shares, but the issue of new 
securities continued to be large at $1,008,000,000. 
In the past six years more than $8,000,000,000 of 
new securities had been turned loose on the market. 
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The ten stocks fell during the year from 180 to 
146. Net railroad earnings per mile continued 
their steady increase to $2,887. Crops declined to 
no great extent from those of 1902. In justice to 
those statisticians who found no signs forecasting a 
depression in this year, it must be said that these 
figures were not extremely unsatisfactory. In fact, 
had it not been for the very great increase in 
securities, there probably would have been no de- 
pression of 1903. However, owing to the stock 
market troubles, labor troubles, and certain other 
conditions, this year was one of depression. 


1904 


That the panic of 1903, like that of 1890, was not 
fundamental in its effects is pretty clearly shown by 
the fact that expansion, not depression, followed 
immediately in 1904. New railroad construction 
continued to increase to 5,003 miles, though iron 
production declined to 16,497,000 tons selling at 
$12.73 a ton. Total bank clearings also increased 
to $112,600,000,000; and failures increased slightly 
in actual numbers, and also in percentage of firms 
in business to .92 of 1%. Immigration almost held 
its own at 812,870. 

Monetary matters showed firm banking condi- 
tions. The volume of foreign trade again increased 
and owing to a marked increase in imports and a 
slight decrease in exports, the balance “ in favor of ” 
this country decreased to $415,000,000. Once 
more gold exports exceeded imports, in this year, by 
$36,000,000. The average surplus reserve of the 
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New York banks rose from $12,000,000 to $28,000,- 
000. Commodity prices remained much the same 
as in 1903. 

The stock market was again active, though the 
issue of new securities on the New York Exchange 
declined to $710,900,000 of which more than $500,- 
000,000 was bonds. The forty stocks* rose again 
after their sharp decline in 1903. Net railroad 
earnings increased to $2,989 per mile. Time loan 
rates dropped to 5% in this country and 33% 

abroad. In crops, cotton amounted to the largest 
yield on record of 13,451,000 bales, selling at $.117 
per lb.; corn amounted to 2,467,000,000 bushels, 
selling at $.594 per bushel; and wheat amounted to 
552,000,000 bushels, selling at $1.11 per bushel. In 
this year, Roosevelt’s administration was continued 
by his election to the office of Presidency, and the 
attention of the whole world was attracted to the 
Russo-Japanese War. 


1905 


Boom times continued in increasing and un- 
paralleled measure. New railroad construction 
amounted to 5,050 miles, and pig-iron production 
jumped to 22,990,000 tons selling at $15.57 a ton. 
Bank clearings advanced to $143,800,000,000 while 
failures declined in number to 11,520. Immigra- 
tion increased greatly to 1,026,000 persons. 

Both volume of foreign trade and excess of ex- 
ports showed an advance, and $3,498,000 were 


* Beginning 1904, the forty stocks (twenty rails and twenty industrials) 
have been used in place of the ten stocks previously mentioned. 
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imported in excess of gold exports. The average 
surplus reserve of the New York banks declined to 
only $10,200,000. The American index figure of 
commodity prices advanced to $8.09. 

The stock market was very active. On the New 
York Exchange, transactions amounted to 263,- 
000,000 shares, and new securities listed amounted 
to a billion and a half dollars, of which nearly a 
billion were in bonds. The forty stocks in this 
year had an unprecedented rise from 82 to 100. 
Net railroad earnings advanced to $3,135 per mile. 
Though the cotton crop declined 3,000,000 bales, 
the wheat and corn crops were both larger than in 
1904, amounting together to more than 3,400,000,- 
000 bushels. Though surface conditions appeared 
wonderfully prosperous, confidence was badly 
shaken by the Life Insurance and Traction Com- 
pany exposures of this year. 


1906 


Business continued on an inflated basis. New 
construction in this year amounted to 5,648 miles, 
and iron production advanced to 25,000,000 tons 
selling at $16.70. Bank clearings were at the sec- 
ond high point on record, increasing to $160,000,- 
000,000, while failures declined in number to only 
10,682 or .77 of 1% of all the firms in business. 
Immigration amounted to 1,100,000. 

The volume of foreign trade amounted to $3,- 
118,000,000. The balance “in favor of” this 
country increased to $477,000,000; while the ex- 
cess of gold imports, aided by artificial importation, 
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amounted to $109,000,000. The average surplus 
reserve of the New York banks dropped to only 
$7,300,000. Commodity prices advanced as shown 
by the American index figure of $8.42. 

On the stock exchange, transactions increased, 
and prices continued abnormally high. The forty 
conservative stocks dropped from the high of 114 in 
January to a low point of 100 in the winter. Rail- 
road net earnings advanced to $3,580 per mile. 
Crops were tremendous. Cotton yielded 13,000,- 
000 bales at $.115; corn yielded 2,927,000,000 
bushels at $.56; and wheat yielded 735,000,000 
bushels at $.865. Such satisfactory crop condi- 
tions, however, only served to increase the mad pace 
which prosperity had assumed, and students of 
fundamentals were not satisfied. Liquidation, 
therefore, commenced, securities and merchandise 
were sold, and stocks of all classes declined in price. 
The money situation was especially strained, as the 
depression of 1903 was not severe enough to liqui- 
date many accounts which should have been cleared 
up. In fact, conditions were far from satisfactory 
at the end of the year. The San Francisco Earth- 
quake proved to be another factor which unsettled 
business. 


1907 


In this year prosperity, carried to an extreme 
point, collapsed in panic. But, as is usual, the 
change in conditions was not foreseen except by 
those students of fundamental statistics who clearly 
saw by means of a Babsonchart that the area of 
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over-expansion was well advanced, and that we 
were entering upon a period of liquidation which 
might last for many months. New construction 
decreased to 5,499 miles, while the iron production 
amounted to 25,000,000 tons selling at an average 
price of $23. Bank clearings, however, declined 
to $145,000,000,000, and failures increased in 
number to 11,725. Immigration advanced to 
1,285,000. 

In monetary affairs, the total volume of foreign 
trade continued its increase to the unparalleled 
figure of $3,346,000,000; the balance from excess of 
exports increased to $500,256,000; and in gold 
movements the excess of imports declined to $88,- 
000,000. The bank reserves were everywhere 
extremely low, those in New York averaging under 
$400,000. This together with high commodity 
prices, as illustrated by Bradstreet’s index figure 
of $8.90, showed money conditions to be highly 
unsatisfactory. 

The stock market, always a sensitive barometer 
of all changes, declined decidedly from the begin- 
ning of the panic in March. On the New York Ex- 
change, transactions amounted to only 196,000,000 
shares, and new securities, to only $997,000,000. 
The forty stocks which had temporarily recovered 
from their severe decline in 1906, dropped again 
from a high point of 113 in December, 1906, to a 
low point of 58. Railroad net earnings continued 
their increase to the high point of $3,699 per mile, 
held up by crops and the volume of trade. Crops 
declined somewhat from the bumper crop of 1906, 
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but were still excellent. Wheat and corn together 
amounted to more than 3,200,000,000 bushels and 
sold at $.963 and $.64 respectively. Domestic 
rates on time loans advanced to 63%, while rates 
abroad advanced to 42%. Legislation adverse to 
trusts and railroads added to the general consterna- 
tion in business circles, and before the end of the 
year, the country had dropped from over-active 
prosperity into dull depression. 


1908 


Depression had, in this year, extended from the 
stock market to other lines of business. New 
building was at a very low ebb. Although 3,654 
miles of new railroad were constructed, only 15,- 
900,000 tons of pig-iron were produced, and there 
was little new building. Pig-iron sold at about 
$15.54 per ton, Bank clearings declined to $132,- 
408,000,000 and failures increased in number to 
15,690. The lack of demand for labor is shown by 
the fact that only 782,870 immigrants entered the 
country, although wages still held up. 

As has been universally true in the past, such a 
period of depression is accompanied by low money 
rates. The surplus reserves held by the banks were 
very large throughout the entire year and the per- 
centage of cash was high. Not only were rates low 
in the United States but also throughout Europe. 
The volume of foreign trade amounted to $2,869,- 
209,000 and the balance of trade ‘in favor of ” 
the United States amounted to $636,461,000, while 
gold movements showed an excess of exports 
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amounting to $30,939,163. The demand for money 
was still further lessened by a distinct decrease in 
commodity prices, the Bradstreet Index declining 
to $7.72 in June. 

The stock market remained almost as depressed 
as in 1907 both in transactions and new stocks 
listed, but by November the prices began to show a 
distinct rise. Thus the forty stocks, which had 
remained under 80 all during the spring, rose in 
December to 92. Railroad net earnings declined 
to $3,144 per mile. Fortunately, crops remained 
good. Cotton, yielding 13,086,000 bales, sold at 
$.106 per lb.; corn yielding 2,668,000,000 bushels 
sold at $.786; and wheat yielding 664,000,000 
bushels sold at $1.05. In politics a temporary 
currency bill was passed to meet the depressed 
conditions; while Mr. Taft’s election to the Presi- 
dency secured the continuation of the Republican 
administration and policy. The depression had 
passed the low point, giving place to marked im- 
provement. In fact, by the spring of the next 
year, the area of depression was completed. 


1909 


Though still suffering from the depressing busi- 
ness conditions following the panic of 1907, this 
was a year of considerable improvement. New 
railroad construction decreased to more than 3,476 
miles, and the production of pig-iron showed a 
decided advance to 25,800,000 tons selling at $16.12. 
Bank clearings also advanced to $165,838,000,000, 
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and failures decreased in number to 12,924. Immi- 
gration continued low at 751,786 new arrivals. 

In monetary affairs, money rates continued at a 
low level, as is usual in depressions following a 
panic. But the volume of foreign trade advanced 
to more than $3,000,000,000, due entirely to an 
increase in imports, while the excess of exports 
decreased to $252,677,000. Once more gold ex- 
portations exceeded imports, reaching in this year 
the high point of $88,793,000. Bank reserves 
declined from the high figures of 1908 to more 
normal figures. Bradstreet’s index figure of com- 
modity prices advanced to $8.51. 

The stock exchange was again thoroughly active. 
In New York, transactions amounted to more than 
214,000,000 shares, while new securities listed 
increased to $2,424,000,000, almost equally di- 
vided between stocks and bonds. The forty stocks 
rose from 86 to 105. Railroad earnings increased 
slightly in the gross, while the net was $3,912 per 
mile as a result of economies introduced during the 
depression. Though crop reports in the early part 
of the year were unsatisfactory, the final figures 
showed a decline only in cotton, while wheat and 
corn were good. Cotton yielded more than 10,- 
000,000 bales selling at $.126 per lb.; corn yielded 
2,772,000,000 bushels selling at $.767 a bushel; 
and wheat reached the high point of 737,000,000 
bushels selling at $1.26 per bushel. These figures 
signify that the country enjoyed a temporary im- 
provement, as would be expected after the condi- 
tions of 1907 and 1908. 
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1910 

During the first few months of this year mer- 
cantile conditions forged ahead in a fashion that 
bade fair to precipitate a premature period of forced 
liquidation. Only the slowing up of business, as 
general conditions became increasingly unsound, 
saved the situation. Iron production, which aver- 
aged 2,500,000 tons for the first four months of 
the year, averaged only 2,100,000 tons for the 
remaining months, while the price fell from $16.12 
to $15.16 before the end of the year. Bank clear- 
ings declined slightly to about $164,095,000,000, 
and liabilities in failures increased by an average 
of $4,000,000 a month over those of 1909. The 
number of immigrants increased to over 1,000,000. 

The fundamental figures in monetary conditions 
showed most clearly the unsound condition of the 
country, which could not have withstood the strain 
of a continued advance in mercantile affairs. Thus, 
money rates were forced up from their low level of 
1909, marking a strained money market fully a 
month earlier than the usual rise due to crop move- 
ments. The loans of the New York Clearing 
House banks averaged per month more than the 
deposits for the twelve months of the year. These 
facts, together with a yearly figure for Bradstreet’s 
index of commodity prices amounting to about 
$9.00, showed clearly that the country’s money 
market was strained and unsound. 

Investment conditions reflected this unsatisfac- 
tory state of affairs most faithfully. Transactions 
on the New York Exchange declined to less than 
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165,000,000 shares, the lowest figure since 1903; 
but new securities listed, amounted to $2,047,664,- 
045, a considerable amount of which was due to 
the abolishment of the unlisted section of the Ex- 
change. The forty stocks dropped from 104 to 83. 
Although gross earnings of the railroads showed 
an increase over the year before, the unfavorable 
increase in the ratio of operating expenses caused 
net earnings to show a marked and most unsatis- 
factory decline. Optimism based on the crop re- 
ports was well justified by the actual returns. 
Wheat production declined somewhat, but cotton 
was better, and corn yielded a bumper crop of 
more than 2,800,000,000 bushels. The prices of 
all three, however, declined respectively to $1.12 
a bushel, $.151 a pound and $.66 a bushel. Un- 
certainty was the keynote of the year. ‘ Insur- 
gency,” Democratic success at the polls, and 
governmental delay in trust and railroad rate 
questions, had their share in causing hesitation. 


19Ts 


Mercantile conditions became less favorable. 
Total bank clearings declined slightly. Under con- 
ditions of normal growth along the X-Y Line, 
clearings for the country, excluding New York, 
should have been increased greatly instead of re- 
maining so nearly on a level. There was a larger 
number of failures, and liabilities were about 5% 
lighter. A marked decline of more than 15% was 
shown in immigration reports. Average per mile 
earnings of the railroads reporting to the Interstate 
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Commerce Commission declined. Commodity 
prices declined, and this slackening was followed 
by an advance in food-stuffs, which checked the 
decline of Bradstreet’s index of commodity prices. 

Money rates were much easier, but students of 
fundamental conditions did not feel that the loans 
of the banks had been sufficiently liquidated to 
render the situation satisfactory. In January and 
March the National Banks reported a percentage 
of loans to deposits, with the exception of the call 
of September 1, 1910, higher than at any time since 
1908. The net deposits also increased, the figure 
$6,689,018,000 on June 7 being the highest on 
record, with the per cent of reserve at 22.10% 
compared with a previous high of 23.94% in 1908. 
Imports declined, and exports of general merchan- 
dise increased about 12%. 

Investment conditions during 1911 were very 
unsatisfactory. Dullness was at times exceedingly 
marked. On the New York Stock Exchange the 
number of shares traded was very small, 127,- 
207,258, compared with 164,051,061 in 1910. 
Bond sales increased, and fewer new securities 
were listed, but the amount of actual issues was 
nearly 15% greater. Gold production continued 
to increase. A severe drought reduced the yield in 
some of the crops; wheat, oats, hay, and potatoes 
were below the average; corn was only fair, while 
the largest acreage of cotton ever known produced 
over 15,000,000 bales. Investment conditions were 
adversely affected by the Supreme Court decisions 
and reorganization of large corporations under the 
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Sherman Law, the consequent discussion and un- 
certainty reacting unfavorably on the market and 
business in general. 


1912 

With the activity attendant upon satisfactory 
crops, business remained for the most part above 
the line of normal growth. Nevertheless failures 
numbered even more than in the preceding year. 
Bank clearings, although responding in the late 
fall to the crop influence, remained nearly at a 
level for the first three quarters of the year. Com- 
modity prices advanced sharply throughout the 
year. Pig-iron production increased to more than 
29,000,000 tons. Railroad earnings as reported to 
the Interstate Commerce Commission showed a 
gain; both gross and net earnings of the roads 
increased. Only 838,172 immigrants came to 
this country, 5% less than in 1911. 

Money rates were high. Circulation increased. 
Surplus reserves of the New York clearing house 
banks (excluding the trust companies) reported at 
$44,000,000 in February, was reduced in July to 
a deficit of more than $200,000. Imports gained 
about 19% for the year, giving the largest total in 
the history of the trade. The balance in favor of 
the United States was $581,144,938 compared with 
a previous high of $636,461,360 in 1908. Gold ex- 
ports gained about 27% over 1911, with gold 
imports remaining about the same, thus resulting 
in a rather less favorable balance. 

Investment conditions were not satisfactory. 
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Prices of forty representative stocks fluctuated 
from a winter low of 89 to a high of 100 in August. 
Bond sales fell off and prices were lower than in 
any recent year since 1908. The crops were large, 
but cotton made a small showing as compared with 
the big crop of 1911. Tariff discussion, corporation 
investigation, and other unsettling influences, dis- 
turbed the market and business in general. Labor 
troubles were particularly in evidence and exerted 
a most adverse effect. Students of fundamental 
conditions saw in Mr. Wilson’s election the fulfill- 
ment of the great law, that whenever there is deep 
social and economic unrest and dissatisfaction, the 
people seek a new administration in hope of relief. 


1913 


The decline in business which started early 
continued throughout the year, but the decline was 
rather hastened by unusual events, notably the 
Ohio flood in March and the financial strain 
caused by the Balkan War, which ended during 
the year. Failures again increased in number 
from 15,452 to 16,037, and in liabilities from 
$203,117,391 to $272,672,288. The average liabil- 
ities per failure were somewhat greater. Com- 
modity prices declined throughout the year, 
indicating that the turning point had been reached 
in 1912. Pig-iron production during the first of 
the year was the heaviest in history, but after the 
first few months declined rapidly. 

Monetary stringency and contraction of credit 
were characteristic throughout the entire year. 
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Rates for prime commercial paper averaged over 
514% and rates of the banks of England, France 
and Germany averaged nearly 5%, the highest 
since 1875 and probably for many years before 
that. Much of the strain was caused by the finan- 
cing of the Balkan War, which ended during the 
year. If foreign monetary affairs had not been so 
serious, the heavy balance of exports would have 
been favorable. As it was, Europe settled the 
balance by returning United States securities. 
Two direct results of the monetary stringency were, 
a steady contraction in business, and the speedy 
enactment of a new currency law. 

Security prices declined steadily from the first 
of the year, and on June 11 broke sharply in a near 
panic. The forty stocks which averaged 95 in 
January, dropped to 70, and the twenty bonds fell 
from 95 to 91. The summer market picked up 
considerably, but another drop occurred in Decem- 
ber, when many issues sold lower than in June. 
New issues fell from $2,253,587,300 in 1912 to $1,- 
645,736,200, and fewer corporations were char- 
tered than in any year since 1908. The copper 
stock market held up remarkably well, considering 
depression in other lines, due to heavy European 
demand for copper in preparation for war. Poli- 
tics caused uncertainty throughout the entire year 
because of important legislation pending and active 
anti-trust investigation. During the last three 
months the tariff and income tax law (on October 
3) and the new currency law (on December 23) 
were passed. Crops were about average; winter 
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wheat was a bumper crop, but corn did only fairly 
well. To students of fundamental conditions, it 
was evident that a year of depression lay ahead. 


1914 


By far the greatest event in this year was the 
beginning of the European War. The decline of 
1913 quickly developed into depression. Several 
enormous failures occurred in June and July, in- 
cluding the Claflin catastrophe. This liquidation, 
however, seemed to clear the air. There were 
many indications that an improvement in business 
would come with the bountiful fall harvests. Such 
was the situation when on August 1 the European 
War burst upon the world, bringing panic to finan- 
cial circles, the closing of exchanges, and stagnation 
to business. As business was well liquidated, no 
serious national catastrophe occurred, and matters 
soon began to adjust themselves to the new situa- 
tion. 

The Babsonchart area gives evidence of the 
severity of the depression, which culminated 
toward the end of the year. A comparison of 
annual figures follows. Bank clearings for the 
whole country fell to $155,000,000,000 from $169,- 
800,000,000 in the previous year. Liabilities 
of failures touched nearly $360,000,000, the heaviest 
mortality for twenty-two years, involving over 
1% of the total number of firms in business. 
Immigration, however, was the heaviest since 
the year of 1907. The commodity price index, 
which had been declining in sympathy with 
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general business, shot up to $9.8495 when war 
was declared, by far the highest point in history, 
but prices soon fell off again when it was realized 
that imports from Europe would be resumed. 
Pig-iron production dropped to 23,000,000 tons, 
new building was very quiet, and railroad construc- 
tion fell to 1,532 miles, the lowest in half a century. 
Railroad earnings were somewhat smaller than 
in 1913. 

Monetary conditions during the first half of the 
year were distinctly easy. Commercial paper rates 
ruled below 4%, with surplus reserves of the New 
York Banks (excluding trust companies) as high as 
$40,000,000. The declaration of war in a moment 
transformed this comfortable position into a dan- 
gerous crisis. Enormous shipments of gold bullion 
and coin were made from New York to the Bank of 
England, but sterling exchange soared to $5.10. 
The heavy surplus in the New York Banks was 
soon displaced by a deficit of about $30,000,000. 
Money rates rose to the nominal figure of 8%, but 
funds could hardly be obtained at any price. Clear- 
ing house certificates amounting to $124,695,000 
were issued in New York, and over $360,000,000 of 
emergency currency was taken out, raising the per 
capita circulation to $37.31. In Europe a general 
moratorium of debts was established. Enormous 
grain exports soon built up a favorable trade bal- 
ance, thus stopping gold exports, and the inaugura- 
tion of the Federal Reserve system on November 
16 restored the monetary situation to compara- 
tive ease. 
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When all of the stock exchanges throughout the 
rest of the world closed, an avalanche of selling was 
turned upon the New York market. On July 30 
the forty stocks dropped to 71 and the twenty bonds 
to 91. The New York Exchange closed, and the 
other United States exchanges quickly followed 
suit, reopening December 12. Some trading was 
carried on in outside markets, where prices were 
considerably below the closing prices of the New 
York Exchange. When the exchanges were finally 
opened, severe restrictions and minimum prices 
were imposed to prevent another flood of European 
selling, but stocks for the most part averaged above 
the closing prices of July 30. The twenty bonds, 
however, sold down to 88. The crops, especially 
winter wheat, were excellent, and because of “‘ war 
prices’ for grains were the most valuable ever 
grown. Wheat sold up to $1.68 a bushel. Cotton, 
however, was forced down to 6 cents a pound. 
When the war broke out anti-trust agitation by 
the government was dropped and the eastern rail- 
roads were allowed to increase freight rates. With 
these factors added to the sound fundamental con- 
dition of business, close students of the situation 
looked for a substantial improvement during the 
coming year. 


1915 


The year 1915 was one of phenomenal expansion, 
demonstrating in a most forcible way the applica- 
tion of the law of equal reaction to business condi- 
tions. It opened with business in the depth of 
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depression, and ended in the midst of great expan- 
sion. The solid foundation laid in the depression 
of 1914 was the real basis of this tremendous ex- 
pansion. War orders and continued huge grain 
shipments gave the first impetus to business. 
Gradually domestic trade began to revive, and 
finally, when the success of tremendous crops was 
assured, the boom in business broke all bounds. 
Although the total yearly figures show only to a 
limited extent the tremendous activity attained by 
business during the latter part of the year, they 
present a wonderful record. Clearings for the year 
increased to $188,000,000,000 compared with 
$155,000,000,000 the previous year. Failure lia- 
bilities dropped from $358,000,000 in 1914 to $300,- 
000,000, the number of small failures considerably 
increasing, as is usual at the close of a period of 
depression. Gross railroad earnings amounted to 
$863,000,000 compared with $837,000,000 in 1914. 
Commodity prices moved rapidly upward. Brad- 
street’s index in December was 10.6473. The 
iron and steel industry experienced the greatest 
revival in its history. Pig-iron production for the 
year amounted to 29,900,000 tons compared with 
23,300,000 tons in 1914, while unfilled tonnage of 
the United States Steel Corporation nearly doubled 
during the year. 

Monetary conditions throughout the year were 
extremely easy, in spite of enormous business 
activity. Commercial paper rates, even during the 
fall months, dropped to 3%, while surplus reserves 
of the New York Clearing House Banks (excluding 
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trust companies) swelled to over $200,000,000, 
figured under the new reserve requirements. This 
unprecedented ease in money was due principally 
to the enormous importation of gold from Europe. 
Huge exports of merchandise from the United 
States to the belligerents had completely reversed 
the international balance of 1914, and forced Euro- 
pean exchange rates to unheard-of low levels. 
Sterling exchange, which touched $5.10 in 1914, 
dropped to $4.50, and exchange of the other bel- 
ligerent countries suffered even greater deprecia- 
tion. In order to make further purchases in the 
United States, the European nations therefore 
shipped more than $400,000,000 in gold to this 
country. The effect of such a great increase in our 
money supply was immediately evident. Circu- 
lation per capita at once increased and by the end 
of the year had swelled from $34.55 to $38.48, 
while the banks, especially in New York, suddenly 
found themselves with more money than they 
could profitably employ. 

The advance which took place in certain stock 
prices was one of the most spectacular in history. 
Early in the year it became evident that a number 
of companies were going to be greatly benefited 
by war orders. Bethlehem Steel, among the first 
of the “‘ war stocks,” in a few months’ time jumped 
from about 46 to 600. Suddenly, late in the spring, 
the whole stock market began to boil, for funda- 
mental conditions were sound and a reaction from 
the preceding long period of low prices was due. 
The greatest activity occurred in the industrials 
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the rails being depressed by heavy foreign selling. 
The average of the forty stocks, which stood at 
about 72 at the first of the year, by December 
had risen to 102. A tremendous demand for funds 
was felt in the latter part of the year, largely for 
speculation in stocks. Bank loans expanded rap- 
idly, reaching their maximum for the year $3,257,- 
606,000 in December. Surplus reserves showed a 
marked decline. Bonds were heavy throughout 
the year, due to the war’s tremendous demand for 
fixed capital, although some strengthening in prices 
occurred during November and December. Grain 
prices were very high during the first of the year, 
wheat selling up to $1.80 per bushel. The 1915 
grain crops, however, sold considerably lower. 
Cotton advanced to over 12 cents per pound, due 
to increased demand. Wage advances were evi- 
dent in nearly every branch of industry and labor 
shared in the general prosperity to a greater extent 
than ever before. Domestic politics were more 
favorable to general business. 


1916 


Phenomenal expansion in United States business 
and finance continued throughout 1916. The 
Business Index remained well above ‘normal.’ 
Nearly every line of industry participated in the 
great boom and production increased far beyond 
all previous records. Bank clearings amounted to 
$262,000,000,000, a gain of more than 35% over 
1915. Failures numbered 16,748 compared with 
20,600 the year before, while liabilities fell off to 
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less than two-thirds of those in 1915. Gross rail- 
road earnings amounted to over $1,000,000,000 
compared with $860,000,000 in 1915. The Bab- 
son Index of Industrial Commodities jumped from 
133 to 180. Bradstreet’s index rose 25%. Pig- 
iron production exceeded 39,000,000 tons, 8,000,000 
greater than any previous record year. 

Rates for short-time money continued easy until 
the last of the year, when a gradual strengthening 
took place. Net gold imports of $530,000,000 kept 
the banks in a fairly easy position, notwithstanding 
unprecedented loan expansion. In December call 
money rates at New York temporarily soared to 
15%. Resumption of gold imports, however, soon 
forced rates back again to low levels. The loan 
item of New York Clearing House Banks averaged 
$2,270,000,000 for the year, against $1,816,000,000 
in 1915. The balance of foreign trade in favor of 
the United States exceeded $3,000,000,000 and 
about six times the average balance in peace times. 
Sterling exchange was well supported by gold ship- 
ments and ruled about $4.75 throughout the year. 
Exchange on the other belligerents, however, sank 
to new low figures. 

The average stock prices experienced a smaller 
net gain than other economic subjects. This was 
due to the fact that the stock market at the begin- 
ning of 1916 had already well discounted current 
business conditions. Prices declined during the 
summer. Early in the fall, however, when it be- 
came apparent that the war would last another 
winter, great advances were scored by certain in- 
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dustrial stocks. United States Steel touched 
12934, Bethlehem Steel 700, Chino Copper 7434, 
Utah Copper 130, Central Leather 123, etc. The 
whole average of 40 stocks for a few weeks in No- 
vember and December held close to 110. Then 
came President Wilson’s first peace note to the 
belligerents, which precipitated a drop of about 
ten points in the stock averages. The year closed 
with the 40 stocks several points lower than when 
it began. 

Bonds gained slightly toward the last of the 
year, but the scarcity of funds for long time invest- 
ments prevented any extended advances. During 
the year a great wave of industrial expansion took 
place. More than 30,000 new corporations were 
formed, among which a host of wild-cat promo- 
tions were included. Crops, on the whole, were 
disappointing and were inadequate to meet the 
foreign and domestic demand. Wheat sold up as 
high as $1.90 a bushel while cotton touched 21 cents 
per pound. Unprecedented advances in wages 
were obtained by labor in nearly every line of 
business. 


1917 


The year 1917 was one of radical adjustment to a 
war basis. Soon after declaration of war, April 6th, 
the Government began the task of concentrating the 
country’s industrial power on lines essential to mil- 
itary needs. Business in such lines was extremely 
active; other branches of industry suffered from 
priority rulings which gave precedence to war busi- 
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ness in matters of transportation, raw materials, etc. 
In both the so-called “ essential ” and ‘“ non-essen- 
tial ”’ lines, net profits were generally smaller than 
in 1916. This was due to drastic profits taxation 
and to price fixing. Taken as a whole, business 
trends were not so good in 1917 as in 1916, although 
the total volume of both domestic and foreign 
trade continued very large. The Babson Index 
of Industrial Commodities advanced from 194, 
for January 1, to 233 in July, but later dropped 
to 200. 

With the entrance of this country into the war in 
April, the flow of gold to the United States ceased, 
causing money rates to strengthen as the year ad- 
vanced. Bank loans expanded far beyond any pre- 
vious record. Loans of New York Clearing House 
Banks jumped 85% during the year. With the 
heavier demand for money, Federal Reserve Banks 
came into active operation. By December, 1917, 
the amount of Federal Reserve Notes had increased 
to $1,251,205,000, compared with $272,873,000 the 
first of the year. 

All prices of securities suffered a severe decline, 
which culminated in November. The number of 
shares traded dropped from 233,000,000 to 186,- 
000,000. The drop was the most abrupt since the 
panic of 1907. The bond market was monopolized 
by government issues, over one-half of the total 
transactions being in war loans. Railroads, in- 
dustrial and copper stocks sold at least 30% lower 
than in the previous year. The price of twenty 
high-grade bonds dropped from 94 to 80. 
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Harvests were abundant, except in the case of 
wheat. This was a disappointment because of the 
needs of the Allies. The wheat crop was only a 
little larger than the small crop of 1916. Corn and 
oats, however, were the largest on record. Farmers 
received excellent prices and speculation in farm 
lands increased. 

1918 

On November 11, 1918, the World War came to 
an end. After the surrender of Bulgaria on Sep- 
tember 30th, the break-up of the Central Powes 
was amazingly rapid. The closing events of the 
war came in such quick succession that for the 
most part business was caught unprepared. Dur- 
ing November and December the majority of war 
orders were cancelled. As a result general business 
dropped off sharply from September levels. 

From the time the armistice was signed to the 
close of the year industry simply “ marked time ”— 
awaiting developments. Cancellation of war con- 
tracts caused the temporary dislocation of many 
workers and some unemployment. Prices of most 
commodities began to decline, although not rapidly 
on the average. The Babson Index of Industrial 
Commodities declined from 235 July, 1918, to 207 
April, 1919. Bradstreet’s Index of 107 commodi- 
ties declined from 19.1624 to 17.2244. 

Statistically, 1918 was a year of highly stimu- 
lated business but profits were not as satisfactory 
asin 1916. Bank Clearings amounted to $332,353,- 
977,000 or 8% more than in 1917, largely inflated 
by the high prices of commodities. The volume of 
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war business was tremendous, but production for 
civilian purposes was restrained to a minimum. 
Commercial failures were the lightest in years, an 
evidence of artificial stimulation and absence of 
competition. 

The 40 stocks which had been low because of 
heavy taxes and government restrictions began to 
discount peace at the surrender of Bulgaria, and 
by the time of Germany’s surrender had advanced 
about 7 points. Money which had been fixed at 
6% during the war, eased off to 514% when capital 
restrictions were removed, but money continued 
difficult to obtain and rates were firm for the re- 
mainder of the year. The 20 bonds moved upward 
about 6 points on peace news, but the rise was 
based more on sentiment than on immediate im- 
provement in financial conditions. 

Taken altogether 1918 should be counted as a 
prosperous year. Prosperity, however, was largely 
in paper profits. Although the actual volume of 
business transacted was fairly large, the price in- 
flation served to increase all business records giving 
too prosperous an appearance. Certain classes had 
gained greatly by the war but others, principally 
the soldiers, were poorer because of the war. Con- 
ditions therefore were not well balanced and busi- 
ness was not in a secure fundamental position. 


1919 
The year 1919 was one of sharp reaction from the 
restrictions imposed by the war. In the early part 
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of the year commodity prices dropped and the 
forty stocks dropped to about 80. As the year 
progressed, however, a post-war boom took place. 
Speculation reached fever pitch. Stock traded on 
the New York Exchange averaged more than a 
million shares a day. Industrial stocks rose from 
83 to 119, Rails from 85 to 90. New building, 
which had been confined almost entirely to indus- 
trial and war projects, during 1919 consisted of a 
fair volume of residential building. 

A wave of reckless extravagance swept the coun- 
try. Automobile factories had orders booked six 
months ahead. Bradstreet’s commodity price in- 
dex which had fallen to 17.2244 rose to 20.1756. 
Bank clearings averaged a 26% gain over the 
previous year. In May the campaign for the Vic- 
tory Liberty Loan was opened and about $5,250,- 
000,000 subscribed. 

In spite of the apparent great prosperity, under- 
lying conditions were becoming unsound. The 
banks found themselves in an over-extended posi- 
tion, with loans increasing steadily. With the 
ending of war-orders, overtime work at the factories 
ceased and the war bonus system was abandoned. 
Labor became restless and dissatisfied. Strikes 
occurred in almost every line of industry. In 
November the great steel strike took place involving 
over 365,000 men. It was evident at this time 
that although business was still showing a substan- 
tial increase over the previous year, expressed in 
dollars, yet in actual volume there was a distinct 
slackening. Pig-iron production for 1919 showed 
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a loss of 20% —U. S. Steel orders were 37% 
lighter. 

Earnings of industrial companies showed the 
first break in their four year upward climb. Net 
earnings in 1919 were 40% less than in 1918. 
Students of fundamental conditions realized that 
a storm was ahead and began to prepare for the 
reaction. 


1920 


In 1920 the unprecedented over-expansion and 
inflation which had extended over a period of five 
years, reached its peak and practically overnight 
broke and turned downward. During the first 
months business continued at high speed. Orders 
were booked far ahead and many manufacturers 
without knowledge of fundamental conditions, felt 
secure. However, large stocks of goods were piling 
up in this country and with the re-establishment of 
European factories, European demand slackened. 
Imports of goods began to increase heavily and by 
March and April were more than double those of 
the previous year. The inevitable working of the 
law of action and reaction took place, starting with 
a sudden break in commodity prices. 

Bradstreet’s Index, which was 20.8690 in Febru- 
ary, by July had dropped to 19.3528 and in De- 
cember to 13.6263, showing a 35% decreas from 
the peak. The silk market was among the first to 
break, with a panic in Japan resulting in an im- 
mediate drop in raw silk in this country. Hides 
and wool both declined radically in the early part 
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of the year. With the opening of the grain ex- 
change in July, wheat sold about $2.75 and corn 
$1.70 a bushel. From that time, however, the 
trend was gradually downward and by December 
wheat was selling on the exchange at about $1.70 
and corn at $.68. Factories stocked up with high 
priced material found themselves with goods worth 
only half as much, the market still declining and a 
slackening demand. 

Cancellation of contracts then swept the country. 
Manufacturers caught unprepared found them- 
selves in a very precarious situation. In anticipa- 
tion of the orders booked far ahead, their raw 
material stocks were heavy. The jobbers and re- 
tailers refused to take the goods ordered, finding 
they could not sell at a profit. Failures, which had 
been during 1919 the lowest in history, began to 
increase. Factories closed down, resulting in a 
widespread increase in unemployment. Although 
a large amount of building was planned, rapidly 
increasing costs curtailed actual construction. 

Money rates were very high all through the 
period. Commercial paper averaged 8% and call 
money, which had been as high as 20%, averaged 
about the same as commercial paper at the end of 
the year. Coincident with these high money rates, 
the twenty railroad bonds in May sold at an aver- 
age of 68.5 to yield about 6.7%. They later ex- 
perienced a rally in October but declined heavily 
again at the end of the year. The forty stocks 
reached their low in December, averaging about 
68.28. The Federal Reserve Banks, with loans 
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aggregating about $14,000,000,000, took a decided 
stand against further inflation, curbing speculation 
by increasing their discount rates. 

The Babsonchart experienced the most severe 
drop of any period in its history. It crossed the 
X-Y Line in August, and before the end of the 
year an increasing area of depression was under 
way. 

1921 


The year 1921 was one of depression. The re- 
adjustments which began in 1921 were continued 
at the rapid pace which began in 1920. The pre- 
cipitate fall in wholesale prices as measured by 
Bradstreet’s Index continued until by June they 
were 50% below the peak in 1920. 

Industrial production decreased rapidly and 
unemployment became general. Pig-iron produc- 
tion which was running close to pre-war volume at 
the close of 1920 declined to the lowest level ex- 
perienced since the panic of 1907. 

Imports felt the decrease in foreign demand in 
1920, while exports did not fall off drastically until 
early 1921. This later situation had its greatest 
effect on the price of agricultural commodities; 
wheat, corn, oats and cotton falling to pre-war 
levels or below, while industrial prices in general 
only declined to a point 30%-40% above the 1913 
level. 

The heavy failures in evidence in the latter part 
of 1920 continued to grow in volume. Business 
profits measured by the returns of 100 industrial 
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companies were almost $500,000,000 in 1920 and 
suddenly dropped to a deficit of $20,000,000. 

As the banking situation strengthened, money 
rates became easier. Commercial paper which had 
been as high as 8% in the closing months of 1920 
dropped to 6% and the year closed with money at 
5%. In line with decreasing money rates, bond 
prices rose from 74 at the close of 1920 to 83 in 
December, 1921. Stock prices though recovering 
appreciably from the low of the previous year de- 
clined again in June and August. By the end of 
the year, a substantial recovery was under way. 

From the low point in the spring, the Business 
Index showed a considerable gain during the latter 
half of the year. Nevertheless the area of re- 
adjustment which began in 1920 was rapidly 
developed during 1921. Business was far from 
good. 


1922 


The year 1922 was one of distinct improvement 
in business activity. The rise in the Business In- 
dex from about 17% below normal in January 
to about 5% above in December, indicated the 
rapid strides in business activity as a whole during 
this period and continued the recovery begun 
the year before. 

In almost every line production was larger than 
in 1921. The building industry held first place — 
there was the largest amount of new building ever 
recorded in a single year. The total number of new 
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building projects of all kinds in the United States 
was estimated at 160,000 for 1922 compared with 
110,000 in 1921, and 80,000 in 1920. Inasmuch as 
fully 30 great industries are directly related to new 
building, that factor had a highly important part 
in the improvement in general business. 

Metal production increased. Pig-iron output 
showed more than 55% gain over the preceding 
year. Copper output in the latter half of the year 
took a phenomenal spurt. In the crops, wheat and 
corn yields were good, standing about the same as 
those of 1921, while cotton production was 20% 
ahead. The Babson Production Index, covering 
19 principal commodities, gained about 40% over 
1921. Manufacturing was also ahead, as indicated 
by the fact that about 14% more workers were 
employed. 

Earning statements for 1922 were decidedly 
better than for 1921. A study of 100 leading com- 
panies showed that in 1921 53 companies lost 
money. In 1922 the number of deficits was re- 
duced to 25. For the most part profits were 
only moderate, but they were much better than in 
1921. 

The stock market reflected better earnings. 
Credit conditions showed distinct improvement. 
Whereas in 1921 the banks were tied up with a vast 
number of embarrassed concerns, very few locali- 
ties reported an unusual number of such cases in 
1922. Failures were heavy, but in liabilities they 
were 25% smaller than in the preceding year. A 
large number of small concerns were eliminated as 
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is always the case toward the close of a period of 
severe liquidation. 

The condition of the banks was strong, borrow- 
ing only $705,000,000 from the Federal Reserve 
Banks. The year as a whole was one of relatively 
easy money. 


1923 


In 1921 and 1922 certain phases of the over- 
expanded condition were corrected. To a large 
extent commodity prices were deflated, bank 
loans were liquidated, and production was cut to 
fit a more moderate buying power. 

With such a partial readjustment as a basis, 
business began to pick up. New building, railroad 
equipment and the automobile industry led the 
movement. From the middle of July, 1922, until 
March conditions improved very rapidly—in fact 
too rapidly. Business passed abruptly from below 
normal to above the X-Y Line. The process of 
readjustment was not completed. Those who 
were studying fundamentals realized that the 
period of expansion could not be greatly pro- 
longed, because the foundation was not yet sound. 

Building was extremely active, and in spite of 
a recession in the latter part of the year permits 
in 20 leading cities gained 30% over 1922. Con- 
tracts awarded were also well above the previous 
year with an estimated total close to $5,000,000,000. 
Public highway construction and railroad purchases 
each amounted to $1,000,000,000. 

Production in general increased 40%. Fifty 
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per cent more copper was produced. Pig-iron 
production for the year was over 40,000,000 tons, 
the highest on record. There was considerable 
speculation in commodity prices stimulated in 
part by a car shortage. Crops were large but 
prices, though higher than in 1922, left the farmer 
with a low purchasing power when measured in 
terms of industrial commodities. 

Net earnings of 100 industrial concerns which 
had been about $400,000,000 in 1922, increased to 
$540,000,000, with but 14, mainly smaller concerns, 
reporting deficits. Fewer failures took place in 
1923, although liabilities were not correspondingly 
reduced. 

Money rates increased somewhat as the year 
progressed, rising from 414% in January and reach- 
ing a maximum of 534% in the autumn. The 
long-swing upward movement of stock prices 
which began in 1921 was temporarily interrupted. 
The forty stocks used on Babsonchart after 
reaching 98 in March declined to 82 in October. 


1924 


The year 1924 was, in the main, one of re- 
adjustment. During much of the year business 
was below the X-Y Line on the Babsonchart. 
In the great boom from 1915 to 1920 many phases 
of business were thrown out of balance. A large 
part of the necessary readjustment took place 
in 1921 and 1922. In those years the banks 
liquidated much of their over-extended loans, in- 
dustrial concerns readjusted their inventories, com- 
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modity prices were brought nearer to a common 
level and a more even balance between supply and 
demand was established. Most of the time since 
the middle of 1923 the readjustment process 
continued and one by one various obstacles were 
eliminated. 

Production in general declined about 8%. 
Pig-iron production was 23% under the 1923 level. 
Crops were only fair in volume but a shortage of 
grains outside of the United States resulted in high 
prices for agricultural products. Wheat and corn 
rose from $1.00 and $.74 in the spring to $1.98 and 
$1.29 respectively in December. 

Building set a new high record 12% over 1923 
in spite of dullness in many lines. Competition 
was more pronounced than in 1923. The profits of 
100 industrial concerns dropped from $540,000,000 
to $500,000,000. Failures increased over 6%. 

The nominations as well as uncertainty over 
the elections acted as a check on forward buying. 
Commodity prices as measured by Bradstreet’s 
Index declined 7% from January to July. Money 
rates declined from 47% in the spring to 33¢ in 
September. The long-swing upward in stock prices 
was resumed in the summer and once the result of 
the presidential election was certain, the advance 
became rapid. 

The best summary of the situation as a whole 
may be had by tracing the outline of the area on the 
Babsonchart. This shows the relative quantity of 
total business. Early in 1924, the Business Activity 
Index went considerably above the “normal” 
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line. It dropped rapidly, and by early summer 
had reached the lowest level since 1922. After 
the presidential nominations a steady improvement 
began. From the standpoint of amount of busi- 
ness done, the year was unfavorable, but at the 
same time certain underlying conditions were 
improving. 
1925 


1925 was a year of expansion and general pros- 
perity. Business as shown by the Babsonchart 
was above the X-Y Line the entire year. Produc- 
tion in almost every line increased, and there was 
at no time any industrial shortage of raw materials, 
fuel, labor or transportation. Money rates were 
low and aided the recovery of business. Com- 
modity prices under the influence of hand-to- 
mouth buying due to rapid transportation rose 
an unusually small amount for such an active 
period of business. Building construction set a 
totally new record. In line with these conditions 
of prosperity speculation was encouraged. The 
stock average rose to the highest level ever shown 
on the Babsonchart. Speculation was also ram- 
pant in real estate. 

The Dawes plan which laid the foundation for 
loans to Europe and subsequent heavy purchases 
in this country was a favorable factor. The 
farmer’s purchasing power helped to bring about 
an equilibrium which had been unbalanced for 


three years. 
The profits of the larger companies excepting 
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textiles on the whole increased moderately. Rail- 
road net earnings were the best in many years and 
many companies resumed dividends or increased 
the rate. The St. Paul receivership was the one 
discordant note in this field. 

At the close of the year the Babsonchart was at 
the highest point on record while a study of the 
individual barometers indicated that fundamentally 
the situation was sound and a satisfactory rate of 
business could be expected in 1926. 


1926 


In 1926 business activity as shown by the Bab- 
sonchart averaged considerably higher than in 1925 
and at the close of the year this chart had again 
reached a new record high. The Babson Com- 
modity Price Index as well as all other general 
price indices averaged several points lower at the 
end than at the beginning of the year. Production 
in nearly every basic line made new records but 
severe competition prevailed among both manu- 
facturers and distributors. In spite of this compe- 
tition, failures both in number and percent of firms 
in business remained approximately the same 
as in 1925. This was due largely to the careful 
control of inventory and to continued hand-to- 
mouth buying. Again the value of building 
construction made a new high point as did the 
average of stocks as indicated by the Babsonchart 
Index. 

Railroad net earnings increased slightly over 
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those for 1925 and profits of most of the larger 
corporations attained new peaks. Profits of the 
smaller and less efficient companies, particularly 
during the latter half of the year, decreased. 
Stock dividends were very numerous. 

The very rapid and huge flow of capital to 
European countries gave impetus to heavy foreign 
purchases from this country, keeping our export 
business on about the same level as 1925. 

Towards the latter part of the year the situation 
in the textile, shoe and leather industries began to 
show improvement, after severe and prolonged 
depression especially since 1923. 


1927 


There was a general sloughing off in business 
activity from the early part of 1927. Prices as 
shown by the Babson Index continued well into 
the spring of 1927, the drop begun in 1926. A 
recovery into the fall of the year followed, with 
stabilization at a level considerably below 1926. 
Bonds had an almost uninterrupted increase in 
prices and stocks had a spectacular rise throughout 
the year culminating in a peak in October. A 
minor reaction in November was followed by a 
partial recovery in December. 

Merger movements in many industries were 
begun and some important ones were consummated. 
The net profits of many of the leading corporations 
which were paying attention to research work 
were larger in spite of severe competition and a 
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relatively poor year for business as a whole. 
Automatic machinery, efficiency of operation, 
and similar factors, were in evidence among success- 
ful corporations. On the other hand new in- 
corporations fell off. The failures among smaller 
merchants and manufacturers were only slightly 
larger than the preceding year. Building activity 
again established a new record, but railroad earnings 
dropped a bit from the previous year. Retail 
merchants felt greater pressure than ever before 
from chain stores which expanded rapidly during 
the year. 

Some bolstering was given to the general business 
situation during the latter part of the year by 
increasing exports. We closed the year by a 
favorable balance of trade of $580,000,000 or 
$200,000,000 better than the previous year. Gold, 
however, had commenced to leave the United 
States. 


1928 


The volume of business, as shown by the Babson- 
chart, recovered rapidly after the turn at the 
beginning of the year. After April it again declined 
to a low in August, but made a rapid recovery into 
the fall, closing the year about 5% above normal. 

The balance of merchandise trade increased 
slightly in our favor over 1927. Increasing atten- 
tion was paid to the development of foreign markets 
to make use of our excess capacity, to maintain 
large production schedules, and reduce overhead 
costs. Gold exports movement continued in 1928 
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until half a billion dollars net loss had occurred. 

There was a slight improvement in the failure 
situation with the number of failures remaining 
about the same as in 1927. Liabilities, however, 
were lower than any year since 1925. The merger 
movement of 1927 continued throughout this year 
and industrial earnings again improved especially 
toward the close of the year. Displacement of 
labor by machinery became evident in the increase 
in unemployment. 

The reduction of automobile output caused by 
the shutdown of the Ford plant in 1927 was suc- 
ceeded in 1928 by the heaviest production in the 
history of the industry. The aeroplane industry 
also made rapid strides. The steel, copper and 
construction industries established new high rec- 
ords. The prosperity of these industries con- 
tributed largely to the maintenance of the general 
business situation on a high level. A noteworthy 
attempt at conservation marked the oil industry. 

Bonds were generally weak though recovering 
somewhat toward the close of the year. Money 
rates increased markedly, commercial paper toward 
the year end averaging 554% compared with 
414% twelve months before. The bull market 
in stocks culminated in the tremendous rise in 
November following the presidential election, 
when brokers’ loans were over $6,000,000,000. 
Buying of stocks became the mania of all classes 
of people all over the country, to the detriment 
of their regular business. 6,000,000 share days 
became frequent. Radio rose to a high of 420. 
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1929 


A most drastic decline in the stock market anda 
drop of more than 10% from the July peak in the 
physical volume of business activity marked the 
close of the country’s record year. The principal 
factors contributing to the decline were the drop- 
ping off of new building and automobile sales and 
production. Nevertheless, both monthly and an- 
nual automobile production had reached the highest 
peak in history. Drastic curtailment followed. 

The outstanding event of the year was the 
culmination of the stock market boom. Stock 
prices had been pushed up to absurd heights com- 
pared with existing earnings or compared with 
any sane estimate of future earnings. The col- 
lapse started early in September, gathered mo- 
mentum until it reached panic proportions in 
October and November. The shrinkage was 
estimated at more than $30,000,000,000, the 
largest and most sudden drop in paper values in 
stock market history. Fortunes were wiped out 
over night and some financial houses were badly 
shaken. 

The pyramiding of the investment trusts was 
one of the chief causes of the top heavy market. 
New security: flotations for the first 10 months 
reached a new peak of $10,575,726,688; nearly 
$2,500,000,000 of which went into investment 
trust and holding company issues. This money 
was used to bid up the market leaders, and as the 
public began to get tired these were left in dealers’ 
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hands. Aided by undigested securities brokers 
loans as reported by the New York Stock Exchange 
rose to a peak of $8,549,000,000 in the midst of 
the stock market crash. 

Interest rates were the highest since 1919-1920. 
Time money rose to 914% and commercial paper 
went to a daily average peak of 634%. Call 
money on the other hand did not at any time 
exceed 20%, considerably below the maximum in 
1919. The New York Federal Reserve discount 
rate rose from 5% to 6% in August but was 
dropped to 5% on November 1st and then later 
to 414%. The decline in bond prices which 
began in 1928 was arrested in the latter part of 
1929, when bonds sold at the most favorable levels 
since 1925. 

The banking situation was uneven. The Federal 
Reserve Banks were in a strong position throughout 
the year, but the member banks were under some 
strain because of the large amount of loans both 
for business and stock market purposes. For the 
first time in 20 years the savings banks of the 
country failed to show an increase in deposits 
over the previous year. 

International stabilization was furthered by the 
revision of the Dawes Plan under the committee 
headed by Owen D. Young, and the preliminary 
steps towards the establishment of an International 
Bank. The inflow of gold which began in the 
latter part of 1928 continued into 1929, but at a 
declining rate after the middle of the year. 
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Merchandise exports and imports showed a con- 
siderable increase over the year before. 

Mergers in all lines featured 1929; a condition 
made easy by the eagerness of the public for com- 
mon stocks. Some mergers were brought about 
by competition and some to permit capitalization 
of inflated book values. 

The major downward trend in commodity 
prices continued throughout the year with but 
minor fluctuations on the up-side. 


1930 


1930 was a year of world wide depression. The 
decline in business activity which started in 1929 
was temporarily halted during the early months 
of 1930, while many people stood by, wishing and 
hoping that a severe business depression could be 
averted. During these spring months the stock 
market had gained back about one half of its loss 
in the break, but on a resumption of the downward 
trend in business — which inevitably accompanies 
a depression year following a panic — stock prices 
continued to drop, with only slight rallies, until 
December 16th, when practically all “averages” 
made their lows for the year. Likewise the 
Babsonchart dropped until the lowest point for 
the year was registered in December. 

Whereas in 1929 the stock market break was 
the dominating factor in the credit situation, in 
1930 banking difficulties easily occupied this 
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place. During the year there were 1,345 banks 
suspended, with total deposits aggregating $864,- 
715,000. Severe declines in stocks, commodities, 
real estate and second grade bonds led a frenzied 
public to lose confidence in the financial situation 
and make runs on banks. 

The drop in commodity prices as registered by 
many current index numbers was about 20% from 
July, 1929, to December, 1930. Many basic com- 
modities, such as raw sugar, rubber, silk and rayon 
sold at the lowest levels ever recorded up to that 
time. Other commodities such as copper, brass, 
iron, nails, tin, hides, leather, cotton, petroleum, 
sold down to pre-war levels. The huge world 
surplus of wheat sent the price of this commodity 
to very low levels. 

An already crippled agriculture became almost 
paralyzed as a result of the drop in prices, numerous 
bank failures, and the worst drought the country 
had experienced since 1901. 

Continued decline in the price of silver from 
about 52 cents an ounce in July, 1929, to the low 
price of 30144 cents in December, 1930, — un- 
precedented up to that time, — tended to un- 
balance international trade, particularly affecting 
those countries of the far east which depended 
upon silver as a monetary base. 

Foreign trade of the United States fell off 
tremendously. Exports at $3,843,000,000 for 
1930, compared with $5,241,000,000 in 1929. 
Imports at $3,061,000,000 compared with $4,399,- 
000,000 in 1929. The threatened dumping of 
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products on the world markets by Soviet Russia 
had serious effects on international trade. 

Money rates were continually reduced through- 
out. the year. Prime commercial paper 4 to 6 
months started the year at 434%-5% and closed 
at 234% -3%. Prime bankers’ acceptances 90 
days dropped from 374%-4% in January to 
174% in December. Time loan rates dropped 
from 434%-5% to 2%-214%. Call and renewal 
rates were also reduced by about one half during 
the year. 

Gold stocks in the country increased from 
$4,293,000,000 in January, to $4,593,000,000 in 
December. However, during the year total de- 
posits in all banks in the United States (exclusive 
of interbank deposits) decreased from $55,180,000,- 
000 on October 4, 1929, to $52,784,000,000 on 
September 24, 1930. 

Unemployment was a major problem with the 
total in that class variously estimated at 5,000,000 
to 6,000,000 during the late fall months. 


1931 

A gradual recovery in volume of business took 
place from January, 1931, to the middle of the 
summer, the Babsonchart Index number of the 
physical volume of business increasing from 84.3 
to 90.1 in April and holding at 88.2 in July. 

It was only in the business elements of the eco- 
nomic structure, however, that this improvement 
took place. Commodity prices, especially those 
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commodities in international trade, declined rather 
continuously. The Babson Industrial Commodity 
Index declined from 129.7 in January to 109.7 in 
December —a drop of 15%, while the Babson 
Agricultural Commodity Index decreased about 
37% to 65.5 in December. 

Stock prices on the New York Stock Exchange 
had a fair rally thru the first half of February, and 
subsequently resumed their drastic decline. The 
Dow-Jones average of industrials and rails stood 
at 132.54 and 140.37 for the low and high respec- 
tively, in January. From this point, they declined 
to a range of 52.60 to 66.33 in December. The 
volume of securities in banks held as collateral for 
loans by investors and speculators, who thought 
that they were not margin traders if they obtained 
a loan directly from the bank instead of from their 
broker, was still too great. Liquidation of such 
loans was attempted on every rally of substantial 
proportion. 

But the foreign situation, especially that of 
Europe and the Far East (particularly Japan and 
India) was not improving. There were tremen- 
dous American credit balances in Central European 
banks arising from German and Austrian short- 
term borrowings. The sudden failure of the Aus- 
trian Kredit Anstalt had startling repercussions in 
Germany and in England and thence in the United 
States by annihilating balances in those banks 
which had been considered liquid. The sudden 
withdrawal of gold from English banks, particu- 
larly by French bankers against their credit bal- 
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ances, resulted in a rapid depletion of English gold 
reserves forcing Great Britain to abandon gold 
redemption of its currency in September, 1931. 

England’s gold stocks in December totaled 
$587,622,000 which was a decline of 18% from the 
previous year. On the other hand, gold stocks in 
France increased 29% during this same period. 

Commodity prices, therefore, in the American 
par currency rapidly declined as not only Great 
Britain but also Japan and Sweden and other lesser 
countries abandoned gold redemption. This rapid 
decline in commodity prices here resulted in a 
virtual world-wide panic occurring within an al- 
ready severe depression. 

Foreign trade of the United States continued to 
fall off rapidly — exports totaling but $2,424,- 
289,000 while imports totaled $2,090,635,000 — 
declines of 37% and 32% respectively. 


1932 


The Babson Index of the Physical Volume of 
Business declined almost without interruption 
from 88.2 in July, 1931, to 60.7 in July, 1982. 
The Dow-Jones Index of rail and industrial stocks 
declined from 120 to 27. This same index de- 
clined from 63.59 to 40.08 during 1932, the low 
point being reached in July. 

Bond prices were affected in October, 1931, when 
it became evident that the physical volume of 
business was going to new lows, with commodity 
prices about 30% lower than in the plateau of the 


EVENTS SINCE 1860 343 


’20’s. Real estate was saleable only at absurdly 
low figures, in some cases foreclosure sales taking 
place at a small fraction of the face value of the 
mortgage. Thus, the margin of protection against 
bonds was obliterated; their values became deter- 
mined by the same standards as stocks, and the 
entire structure of the nation was broken. 

It was several months before this was appre- 
ciated by the general mass of the people; never- 
theless deposits from savings banks were gradually 
being turned over to the government guaranteed 
postal savings system. One savings bank after 
another, and one commercial bank after another 
had to close its doors, currency in circulation in- 
creased tremendously as it was required by banks 
to stack up visibly in the cages to inspire confi- 
dence when there were rumors of a run. 

In the midst of a demoralized stock and bond 
market in May, 1932, several industries decided to 
close up shop almost entirely, with the result that 
coal mining, the textile industry, the steel indus- 
try, and hundreds of other smaller industries were 
operated, for the United States as a whole, at’ per- 
haps not more than 25% of capacity. The build- 
ing industry had suffered one continuous slump, 
all efforts at public works programs proving in- 
effective because that branch was a small part of 
the total. The average for the building industry 
was around 25% of the 1923-1929 levels. 

Preliminary estimate of stocks of monetary 
gold in the U. S. on November 30 stood at 


$4,320,000,000. 
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Balance of trade of the United States was 
still favorable — exports exceeding imports by 
$295,212,000. 

In June security liquidation dried up, a bond 
investment pool was formed under the auspices of 
New York banks headed by J. P. Morgan & Com- 
pany, and a sharp upward movement ensued in 
both bonds and stocks. This soon became a ter- 
rifie surge and reached a volume of trading climax 
in the middle of September at levels averaging 
100% above the June figures. In some cases stocks 
were up 700% or 800%, but as a whole the levels of 
the spring before the decline were not reached. 
Business started upward for one month, but liquida- 
tion of bank loans continued; commodity prices 
after advancing sharply renewed their decline 
under the influence, at least partially, of continued 
depreciation of foreign currencies. 

Average call money rates increased from 1.748 
for 1931 to 2.056 for 1932. The Babson Indus- 
trial Commodity Index declined from 107.4 to 
101.4 during 1932. The Babson Agricultural 
Commodity Index also decreased from 65.8 to 
52.8 during the year. 


1933 


Serious banking disturbances gradually under- 
mined confidence. On March 5, when the situa- 
tion had reached a crisis, President Roosevelt 
declared a nation-wide “bank holiday.” After 
this moratorium an increasing number of sound 
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banks reopened; and the enactment of far-reaching 
emergency banking legislation revived confidence. 

In April, the United States officially abandoned 
the gold standard. This was followed by a sharp 
upward surge in business and the market. Prices 
of many commodities soared and buying increased. 
In May, the Babson Index of Physical Volume not 
only broke through the peak of the rally of Sep- 
tember, 1932, but also through the year-ago level. 
The Index rose rapidly in June and reached its high 
of 90 for the year in July. 

Stocks participated freely in the general forward 
movement, the industrial averages rising from 55.40 
on March 31 to a peak for the year of 108.67 on 
July 18; and the railroad averages from a low of 
23.43 on February 25 to a high for the year of 
56.53 on July 7. Bond prices also rose, although 
the lower grade issues were inclined to follow the 
more irregular movement of stocks. 

The Babson Industrial Commodity Index rose 
from a low of 94.1 in February to a high of 138.1 in 
October, and finished the year at 136.0. The 
Babson Agricultural Commodity Index rose from a 
February low of 51.7 to a high of 92.7 in July, but 
stood in December at 83.4. 

In March, employment and payrolls were at or 
near the lowest levels of the period thus far. 
During the following six months, however, the 
trend in both was smartly upward, until in Sep- 
tember employment and payrolls were higher than 
at any time since the summer of 1931. Both 
showed moderate, but slightly more than seasonal, 
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declines during the final quarter. Notwithstand- 
ing the improvement in labor conditions during the 
year, unemployment at the close of 1933 remained 
the major problem of the depression. 

Money rates rose in the early months of the year, 
but failed to sustain the advance in subsequent 
months. Prime commercial paper 4 to 6 months 
rose from 134% in January to a peak of 3% in 
March, but stood at 134% in December. Aver- 
age call money rates increased from 1% in January 
to 334% in March, but were at or under the Jan- 
uary level during the rest of the year. 

Considerable improvement in the stability of the 
general business situation was indicated by the 
fact that failures in 1933 totaled only 20,308, or 
fewer than in any year since 1926, and comparing 
with 31,822 in 1932. Total liabilities of these 
defaults were $502,829,583, against $928,312,517 in 
1932. Gold stocks in the country as of December 
31, 1933, were $4,012,000,000, as compared with 
$4,045,000,000 on December 31, 1932. 


1934 


The Babson Index of Physical Volume advanced 
steadily through the year to a high of 85.0 in May. 
Moderate recessions occurred in: the summer 
months. Business resumed its upward trend in 
the fall, but gains were moderate. The No- 
vember Index stood at 72, or about 29% below 
normal. 

The stock market during the first half-year did 
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little or nothing to distinguish itself. The indus- 
trial averages early in the year reached a high of 
110.74, dropped in March to 98.76, but in April 
recovered to 106.55. In mid-July the market 
weakened and broke, and on July 26 the averages 
sagged to 85.51 — the low for the year. The per- 
formance of the market from late summer to late 
November was consistently good, considering the 
general business situation. On November 23 
prices broke through their June peak to the highest 
level since the previous April. 

Continued decline in net operating revenue of 
the railroads — the result largely of lower freight 
loadings and rising cost of transportation — 
naturally adversely affected railroad securities. 
The rail averages made their high for the year of 
52.97 early in February, but by September 17 stood 
at 33.19, the low for the year thus far. 

Heavy government expenditures on various re- 
lief and employment projects continued. As of 
June 15, 1934, the total public debt of the United 
States was a little over $27,000,000,000, or nearly 
half a billion dollars in excess of the former high 
record reached in August, 1919. 

Among the outstanding features of the year were 
the ravages of one of the severest droughts in the 
history of the country. The financial status of the 
farmers, however, was materially improved, owing 
partly to farm mortgage financing and payment by 
the government for reduction of acreage and live- 
stock curtailment. Farmers also received higher 
prices for their commodities. 
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The Babson Industrial Commodity Index re- 
mained at a fairly constant level during the first 
six months, starting the year at 136.5, and standing 
in June at 136.2. Moderate recessions marked 
the next four months, the October figure being 
133.4. The Babson Agricultural Commodity In- 
dex moved up from its low of 88.1 in May to 97.4 
in June, and to a peak of 114.9 in September, but 
dropped slightly in October to 113.2. 

Money rates were extremely easy throughout the 
year. Prime commercial paper ‘ to 6 months re- 
mained at 114% during January and February, 
at 1% for the next two months, eased to 7%% in 
May, and from then on throvgh October the rate 
was 3%. Call money held at 1% through the 
year. 

Factory employment and payrolls moved up- 
ward during the first five months of the year, but 
both showed moderate declines during the sum- 
mer months. 

The year showed marked improvement in the 
failure situation. Business failures for the first 
ten months totaled 10,299, against 17,939 for the 
like 1933 period. Total liabilities of these failures 
amounted to $150,867,954, against $450,275,000 in 
the corresponding 1933 period. 

Two outstanding features of the year were the 
lagging of the capital goods industries and the con- 
tinued formation of a huge base for credit ex- 
pansion. 
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118,023,299) 41,695,109) 11,615 117,476,769 93! 79231000 648,743 12}424 8,460,600,000] 807,500,000] 9.54] 880,419) 1,465,375] 584'955| 2'345'795) 3,022,059| 4 3 12,625,527, 265,944,659 6.270 2.66% 1901 
109,209,183] 43,238,850] 12,069 155,444,185  .94| 30'848'000 857.046 13°684 9,104,700,000| 848,100,009! 9.31] 969,316] 1,360,685) 391,369] 2,330,002)  *8,162,726| 5 3 14,354,680) 184,503,403 6.6% 2.40 1902 
112589013] 43,909,594] 12199 Laatzo2r sit 192] sor atsroon pace ance 9,553,600,000) 757,200,000) 8.97) 995,494] 1,484,753] 489,258) 2,480,247, *20,920,862) 5 34 15,852,620, 161,102,101) 9.201 2.887 1904 
143,827,448] 50,005,388| 11'520 102,676,172 .85| 847085'000| 1.026749 Ht 10,000,500,000] 990,600,000] 9.90] 1,035,909] 1,451,318] 415.409] 2,487.227|  36.408.593| 4 34 16,804,372) 187,312,065 9.248 2.989 1904 
159,905,718) 55,229,889] 10,682 119,201,515 .77| 85,702'000| 171001735 17°905 etter 1,224:100,000] 8.76} 1,179,144] 1,626,990] 447,846] 2,806,135] | *3,498,938) 4 3 18,396,451] 263,081,156 9.643 3.135/1905 
145,025,733] 57,343,565) 11,725 197,385,225 .82| 87'320/000 1,285,349 19746113" 5,800,000/1,016,400,000) 8.32] 1,320,501] 1,798,243) 477,741] 3,118,745| *108,870,222| 5 4 19,471,080) 284,298.010' 46631 4580 1906 
132,408,849 53,132,969) 15,690 222,315,684 1.08] 88,939'000 732'870 vue 13,099,600,000/1,113,700,000| 8.51] 1,423,169] 1,923,426] 500,256] 3.346.596, *88.182,391) 64) | 4 19,977,260| 196,428,824) 41556 4699 1907 
165,838,141] 62,249,403] 12'924 1541603.465 —.80| 90°556°000 751.786 33°451 12,784,511,169/1,368,300,000| 10.70) 1,116,374| 1,752,835] 636,461) 2,869,209 30,939,163) 4 3 21,422,244) 197,206,346, 10.543 4.144 1908 
164,095,230] 66,820,730] 12\652 201,757,097 80| 92,149,000! 4.041°570 491)14,035,500,000)1,452,000,000] 10.34| 1,475,520] 1,728,198] 252,677) 3,203,719| 88,793,855] 4 3 21,965,111) 214,632,194) 44'143 3.992 1909 
160,229,774] 67,856,961] 13'441 1912001,665 81] 93/564'000 *878°587 ee 15,283,400,000/1,423,800,000} 9.32| 1,562,904] 1,866,258] 303,354] 3,429,163 *447,696) 5} 3 22,022,180) 164,051,061 11,697 3,420 1910 
173,952,985| 73,208,948] 15/452 203,117;391 198] 94,979!000 $38.172 35° 19% 15,906,300,000)1,554,200,000) 9.77] 1,532,359] 2,092,526] 560,167| 3,624,885, *20,262,110| 4 3 22,397,136) 127,207,258) 11,883 4.746 1911 
169,815,701] 75,181,419] 15,037 272;672;288 199] 96,394,000| 1,197°892 25'993117 SOL OOS COOL ESA rae aval Sc2a| 2518,073) 2,899.212| 581,144] 4,217,291] 919,123,930 45] 4 72,605,068) 131178415, $2,641 3, 955)1912 
135°243,118| 72,226.538 18.280 357'908'859 1.10 97°809'000 218, 480 367 4 17,501,006,000/1,569,709,000| 8.92 1,792,596] 2,484,018 691,421] 4,276,614 28,093,778) 5 4 22,145,314, 83,470,693 13,157 4.738 1913 
187,817,565] 77,253,172] 22.156 302,286,148 1.32| 99,224,000 eaeaie »765/18,517,732,000/1,639,219,183) 8.83] 1,789,276] 3,113,624] 324,348] 3,902,900] 165,228,415) 5 4 21,697,416] 47,900,568} 12208 4.265 1914 
261,855,774] 102,275,125] 16,993 196,212,256 .99] 100,639,000 298,326 Aenea 19,135,000,000) 1,457,700,000| 7.59] 1,778,596] 3,554,670] 1,776,074] 5,333,267| *420,528,672| 35 5 22,593,833| 173,145,203, 12,754 4,180, 1915 
306,944,726] 129,539,761] 13'855 182,441,371 180] 102,054°000 295'403 pe EL NS al 1,486,118,000) 6.51] 2,391,635) 5,482,641| 3,091,605] 7,874,276| *530,197,307| 3 54 21,976,437) 233,311,993) 15,019 517K 1916 
332/354,026| 153,820,778| 9/982 163,019,979 58] 103.468.000 110618 Ts 26,289,708,000| 1,502 502,076] 5.58] 2,952,467] 6,233,513] 3,281,045] 9:185,980| *180,570,490 it 5 20,611,049) 185,628,948} 17,246 5,093 1917 
417,784,855] 181,982,220) 6,451 113,291,237 38] 104,883,000 141132 39123 rib ptee Val 396,570,423| 3.22 3,031,212) 6,149,087) 3,117,875] 9,180,299) *20,972,930) 6 5 18,556,920) 144,118.469) 21,149 23.915 1918 
449,727,981| 206,592,968] 9.881 295.121.805 49] 106.413. 000 430 601 ia 33,065,051 ,000 997, 353, 000) 3.01) 3,904,364) 7,920,425) 4,016,061/11.936,846| 291,651,202 5} 5 17,629,977| 316,787,725 22,049 4,262 1919 
355,583,193] 161,256,973] 19,652 627,401,883 1.02] 107,833,000] 805.228 390429 |37+683.563,000|1,076,373,000) 2.86/ 5,278,481] 8 223,016] 2,949,535|13,506,497| _ #94,977,065| 7 5 16,125,697, 226,640,400, 26.619 1,763 1920 
391,307°312| 173°606,926| 23,676 623896251 1:19] 109,248 °900 ae ere 5,459,155,000] "946,567,000 2.66] 2'509,147| 4,485.031| 1,975,883] 6.994.178 *667,356,920) 6 5 15,983,772) 172,712,716) 23,671 4,126 1971 
413,452;431| 199,456,249] 13,718 539,386,806 94] 110,664,000/ 522/919 BO Tel ee eae eae] Faz ker 308] | 2-231 3,112,747) 3.831.777] 719,030) 6,944,524) #238,294,801] 4p | 5 15,444,520] 248.652.519 R618 S.90689%3 
455,759,342] 205,891,161] 20,615 543,225,449 1.01] 112,078,000] 706.896 39+478]40,034,195,000] 797,101,000) | 1-99] 3,792,066) 4,167,493] 375,427| 7,959,559) 294,072,395] Sf | 6 A bb ey a I yd fe 
512,215,805] 228,596,560} 21,214 443,744,000 1.05] 115,378,000 294,314 Be nalts vom oaeae 911,500,000| 2:12] 3:509;963| 4:590,984| 9811024] 8.200947] *258'072/603| 4 6 19,050,134) 281,991,597, 25,294 6,069 1924 
523°773.772| 233,418°829| 21.773 409,232.278 1.01] 117156,000 Sots 2588} re cs om :000) 951,286,000) 2.03] 4,226,589] 4,909,848] 683,259] 9,136,437] 134,366,618] 4 6 19,031,137] 454,404,733, 26,097 6,780 1925 
555:109'076| 233°874°862] 23146 520104208 1.07] 116,628,000 Sas ise eis 1296, 000| 996,520,000] 2.04| 4,430,889] 4/808.660| 377.772] 9.239.548 | 97.796.829| 4 6 19,369,364) 450,845,255) 27,124 7,291 1926 
633,8721153| 242°144679| 23°842 489°339°624 1.08] 120/013°000 307°255 aN 4,000/1,007,896,000| 1.97| 4,184.743| 4°865,376| 680/633] 9°050,117 6,080,000) 4 5 19,445,612) 576,563,218) 25,929 6,608 1927 
726°884°633| 249'642°340| 22°909 483°o00'196. 1:04/ 121.394 000 a7ateee agial3 a 844 760,000] '887,845,000| 1.67| 41091,444| 5°128.357| 1,036,912| 9'219°800, 391'862'000| 4 5 19,583,153, 919,661,825, 25,621 7,076 1928 
Sata chectl dic ths cothaeden cece LTR ors oon ie, Sh : 7,781,000] 819,928,000| 1.54] 4,399,361] 5,240,995] '841°634| 9,640°356| 175°066,000| 5 5t 19,584,821/1,124,991.490, 26.213 7,634 1929 
Paneth pr borin Rene RG eRe HE eEeE Ie eae ave 24,079 be: 1563,877,000| 865,970,000] 1.62] 3,060,908) 3,843,181] 782,273] 6,904,089| *280,087,000| 3 3 20,293,159] 810,038,161 22,087 5,663 1920 
eee laervart eat Ae SS aE BS Saad mates aie 485, 571, :000| 884;327,000| 1.75] 2'090'635| 27424-289| 333,654 4.514.924| *1451325,000| 2 4 22/329'525| 576,818,437, 17.471 4,064 1931 
2411454'844| 847040°851| 20°307 502°830'584 1:00| 125258000 33068 14°624 36° 576, raoe 000! 791,627,000 1.92] 1,322,772] 1,611,016] 288,244) 2,934,408) 446,213,000] 2 3 24,141,486) 425,228,894 13,056 3,031 1932 
261°359,275) 99° Sha'anal ii’sed aa0'ace oD) oO Gl Tah doe 000 ao are ’ 76,000 672,556,000] 1.83] 1,449,559| 1,674,993] 225.434] 3.124'552| 173°453.000| 1 2 25,513,645) 654,816.452, 12,907 3.548 1933 
1359, 852, , 198, . 1425, 5 15,894|40,137,805,000| 713,968,000| 1.78) 11655.055| 2'132°801| 477.746| 3.787.856|#1,128.910 H 
7968, -78) 1,655, 4132, A .787,856|*1,128,910,000 25 27.339,233| 323,836,634, 13,669 3,488 1934 
297,039,344) 115,488,335] 11,510 183,013,000 0.60] 127,521,000 34,956 16,053]44,846,568,000| 784,576,000] 1.75} 2.047.539 9.807|* 752 5 
326,823,808] 133,275,011] 9,185 147,253,000 0.45] 128,429,000 ES ee ae | a : ae Oy aie cial Cake aeel) atone Mark LoL Liteeeee By Bee Be 
CEBPSLeIL sre levee cenelp a6/n Wsele: dee "ein > intul] chee tal otaiatecierwialliwie «arate 419.229 2,453,487 34,258 4,872,716 *1,116,584,000 3} 33, 800, 000) 496 046,869 17,088 4,7 19% 
COMMODITY PRICES ‘'_ a “rf. "| 
(Average) 
so a 3 
3 Sus 5 7 
% PRODUCTION OF COMMODITIES lbh ee ao a Be re ae 
~ 39 Sao g5 2 69a ze eo ns s 35 
weg ase a fa 3= as a= g2& <2 | 
Es Wheat Corn Cotton Iron p Copper si Be fy 6&8 6 Ge fy, Sy 2h 
bushels bushels bales long tons Ibs. 9 Be Seen IOio mnie meN DIO Che wt Bn Rm 


173,104,924 838,792,740 3,849,469 821,223 16,128,000 WIS $1.37 $0.75 $0.10 $22.70 $0.28 
4,500,000 653,164 16,800,000 2751 —:1..30 20. -222 $0.087 $0.38 $0.55 
1,600,000 703,270 20,160,000 2878 1.28 “303 33127 93.925 | 22Tk 0.115 0.48 0.48 
No Official Report 450,000 846,075 19,040,000 3492 1.16 = .84 672) 35.24 0.338 0141 0.75 0-88 
300,000 1,014,282 17,920,000 3787 2.01 1.444 1.015 59.22 470 9.256 1.00 0.80 
2,269,316 831,770 ~—-19, 040,000 3575 2.04 1.263 .833 46.08. .392 0.216 6.75 1.20 
151,999,906 867,946,295 1,750,000 1,205,663 ~—-19,936,000 B54 220" 490.8 497. 46.84. 247 Ginn Selch acoe 
212/441,400 768,320,000 273401000 1,305,023 —-22'400.000 3024.° 3.33 121° .315 44.08 283. prise) pies ~ aces 
2241036600  906527,000 "3805000 «1,431,250 ——-25°984°000 2582 2.48) 1.23. 248 39.25 230 oes olan ote 
260,146,900 874,320,000 3,012,000 1,711,287 —_-28°000,000 2666 1.50 1.02 [290 40.61 242 Oe> 4S ocse 
235,884,700  1,094,255,000 3,800,000 «1,665,179 28,224,000 2689 1.30 1.02 .239 33.23 211 0.135 0.46 1.00 30. 
Beets (gieaie tele tee Re 6 ek RR EE Gat iB Bef The fi ken as tl 
997, 719, 7920, "548, 000, i. : 1221 48:94 1355.0. ' , ‘ : - 
SS Ceeecm ee mmen! © ai is fw ER BNR ie ease or aioe cae nedine 
102, 148, 941, 401, 1200, : 3 1179 30-19 1220 05105 0:53 0.75 i i 
amp e fate a Mee en ek ee ae sim tee herein ani mre aed rd i 
289,356, 283,827, 438, 1868, 560, : A : 0.7 210 0 y ivi i 7 i i 
imo soe Se Mem | ee ie Be Be te te te ef Te LIE Maced tet 
420,122, "388,218, 301, 3 ; : 17.05 1165 0.091 0:36 0.4911. : : : ? : 
448756630 11547.901,790 5,755,000 2,741,853 ——_-51'520'000 Desi aa:. lay" “tes” aust) ase Geran ee : : history can easily be traced. When inter- 
498,549,868 1,717,434,543 6,343,000 3,835,191 60,480,000 2577 1.30 55 115 29.86 214 0.098 0.46 . : 
383,280,090 1,194.916,000 5,456,000 4,144,254 71680000 2376 1.30 162 1120 22.54 1181 0.097 0.42 preted in accordance with the law of equal 
504,185,470  1,617,025,100 6,957,000 4,623,323 90,646,232 2435 = 1.32 77 115 23.20 -191 6.094 0.42 . ® 
4211086160 115511066.895 5,701,000 4,595,510 «11515265053 2343 1:17 164 1118 19.62 1165 0.087 039 and opposite reaction they make a barometer 


512°765.000 1.795.528,432 5,682,000 4,097,868 144,946,653 
357,112,000  1,936,176,000 6,575,000 4,044,526 «165,875,483 
457,218,000  1,665,441,000 6,446,000 5,633,329 157,763,043 
456,329,000 1,456161,000 7,020,000 6,417,148 181,477,331 
415,868,000 1.987.790,000 6,941,000 6,489,738 226,361,466 
434.383,000 1,998,648,000 7,473,000 7,603,642 226,775,962 


1,460,406,000 8,674,000 9,202,703 259,763,092 
Season, boo 2'0557823,000 9,018,000 8,279,870 284,121,764 
17713,688,000 6,664,000 9,157,000 344,998,679 


0 004, 
DF ae 1°707,572,000 7,493,000 7,124,502 329,354,398 
516,485,000  1,339,680,000 9,476,000 = 6,657,888 354, 188,374 


952,000 7,161,000 9,446,308 +=» 380,613,404 
Lote 503. 484.000 _87533,000 8,623,127 460,061,430 


of business by which the future trend of con- 
ditions is suggested. This application of the 
figures is clearly explained in the text-book 
‘‘Business Barometers.”’ 


2207 1.05 -67 -086 = 13.78 -127 0.0470. 

37.7769 2107 -908 = =.54 -077 12.74 -115 0.044 0.28 
7.5324 2113 -739 = .499) 085s 11.42 -107 0.048 0.24 
6.6846 2002 611 .509 069 9.93 -095 0.041 0.20 


6.4346 1952 -669 .477  .074 10.86 105 0.041 0.18 
5.9124 1973 781 = .340)S 6079'S 10.29 -109 0.045 0.17 


BOSS SSeS? SSece srscsc 
SieRenr QOS BUREAU SShud 
SRASe ANDOS PRT mEo Rae 


bio. 334°000 2'144°553,000 10,398,000 9,652,680 494,078,274] 6.1159 1917 .954 .319 .070 9.42 1113 0.046 0.22 h : 
772,163,000 2,261,119,000 11,189,000 11,773,934 526,512,987, 6.5713 1902 .952 .376 .059 9.46 120 0.050 0.28 12.30 0.063 | 1898 * — Imports in excess 
636,051,000  2,454,628,000 9°345,000 13,620,703 568,666,921) 7.2100 1972 .794 .413 .068 16.58  .177 0.049 0.29 10.45 0.060 | 1899 ea - : - arty bel a 
602,708,000  2,505,148,000 10,123,000 13,789,242 606,117,166] 7.8839 2178 .804 .453 .092 17.04 166 0.053 0.28 0.98 16.00 0.082 | 1900 a —Only New York clearings were reported regularly before 1878. From 1878 omwand, the 
788,638,000  1,613.528,000 9,510,000 15,878,354 602,072,519] 7.5746 2014 .803 .567 .087 13.61 +161 0.051 0.25 0.85 16.80 0.065 | 1901 totals are representative of the entire country. 
724,808,000 2,619,499,000 10,631,000 17,821,307 659,508,644] 7.8759 1984 .836 .684 .090 20.00 1116 0.045 0.26 0.73 18.70 0.059 | 1902 e — Estimated. 
663,923,000  2,346,897,000 9,851,000 = 18,009,252 698,044,517) 7.9364 2098  .853 .572 .111 17.08  .132 0.046 0.32 0.91 18.37 0.056 | 1903 t — Year ending June 30 
596,911,000  2,528,662,000 13,438,000 16,497,033 812,537,267, 7.9187 2177 1.04 .507 .124 12.91 129 0.048 0.56 1.12 14.00 0.082 | 1904 meshes: Seaaniait 
726,819,000 2,748,949,000 10,575,000 22,992,380 —-888,784,267| 8.0987 2175 1.01 .505 094 15.79 157 0.052 0.68 1.27 14.15 0.082 | 1905 ee eee ee : 
756.775.000  2,897,662,000 13,274,000 25,307,191 917,305,682} 8.4176 2361 .79 462 111 16.37 .192 0.045 0.69 1.26 17.33 0.087 | 1906 + — No. 1 Fdry., 1860-1875, No. 2 So. at Cinn. 1875 to date. 
637,981,000 2,512, 065,000 11,107,000 13°936,018 942,9700721 3.0094 332 33 ort ae ae ate on Ly - Lit aya o.a78 1907 § — Foreign money rates are average Bank Rate for Freace, England, Germany, with the 
. 13,242,000 936, 570, A . a . i al a 4 v 15.58 08 1908 68 ak stint of S000 Malian oh es 
$00'434:000 eae 10,005,000 25,795,471 1,092,951,624] 8.5153 2231 1.22 .665 .120 16.18  .131 0.048 0.62 1.58 18.40 0.087 | 1909 eager ee aaa at 12% during the months of 1923, when the paper mark Inflation 
886,260,000 11,609,000 27,303,567 1,080,159,509] 8.9881 2407 1.11 582 .152 15.24 .129 0.051 0.59 2.02 23.79 0.103 | 1910 se : * oo 
TREK TT] Feet 488000 15,693,000 23,649,547 I, "097, 232, 749 8.7129 2542 99 590 8.130 = 13.68 126 0.055 0.49 1.21 19.15 0.141 1911 d — Crade Up River Para 1861-1928 Plantation lst Latex Pale Crepe 1929 om, 
730,267,000 3,124.746,000 13,703,000 29,726,937 1,243. 268,720] 9.1867 2699 1.05 685 1115 14.97 1165 0.055 0.54 111 19:00 0.158 | 1912 
7380,000  2,446,988,000 14,156,000 30,966,152 I, 224,484,098] 9.2115 2704 199 613 128 14.98 1155 0.047 O51 0.91 22.08 O13 | 1913 
$91,017,000  2,672,804,000 16,135,000 23,332,244 1, }150,137,192] 8.9985 2644 1.02 694 [119 13.30 1131 0.052 0.54 0.72 22.71 0.113 | 1914 
994,793,000 11,192,000 29,916,213 1,388,009,527/ 9.8530 3238 1.29 .722 .103 13.65 175 0.060 0.64 0.62 18.21 0.094 | 1915 
he writ ytt 7306:927,000 11,450,000 39,434,797 1,927, 850,548] 11.8237 4216 1.38 [817 [144 18.67 283 0.073 0.75 0.73 25.96 0.104 | 1916 
636,655,000  3,065,233,000 11,302,000 38,621,216 1, ee 120,721] 15.6385 5418 2.29 1.663 .235 40.07 301 0.079 1.31 0.71 41.31 0.100 | 1917 
921.438.000  2,502.665,000 12,041,000 39, "054,644 —1,908,533,595| 18.7117 6036 2.20 1.736 1312 36.50 1245 0.079 158 0.64 48.96 0.122 | 1918 
967,979,000  2,811,302,000 11, "421,000 31,015,364 —1,310,541,000] 18.6643 6227 2.23 1.670 323 32.18 189 0.090 141 085 51.98 0.247 | 1919 
833,027,000 3,208,504,000 13,440,000 36,925,987 1,209, 061,040) 18.8096 7746 2.32 1.428 .338 44.47 179 0.165 1.30 0.35 37.71 0.190 | 1920 
814,905,000  3,068,569,000 7,954,000 16,688,126 505,586,098] 11.3695 5004 1.46 1576 150 26.68 1128 0.064 0.64 0.19 26.33 0.104 | 1921 
867,598,000  2,906,020,000 9,762,000 2T.219,.904 950,235,947) 12.1185 4303 1.225 .630 211 23.93 136 0.061 1.05 0.20 26.79 0.142 | 1922 
797,394,000  3,053,557,000 10,140,000 40,361,146 1,434,999,962] 13.4028 4339 1.17 .823 291 27.87 148 0.088 1.22 0.28 26.20 0.148 | 1923 
864,428, 2/309,414,000 13,628,000 31,405,790 1,0.54, 249,192] 12'8672 4661 1.28 :980 1288 23.91 133 0.077. 1.22 0.25 27.29 0.213 | 1924 
676,765,000 2,916,106,000 = 16,104,000 = 36,700, 566 1,674,870,000| 13.9445 4534 1.78 1.06 238 23.74 143 0.057 1.21 0.64 38.98 0.244 | 1925 
831,381,000 2,691,531,000 17,977,000 39,372,729 1,739,622,000| 13.0207 4137 1 A 175 9-24.71 140 0.057 0.98 0.43 37.20 0.223 | 1926 
878,374,000 2,763,093,000 12,955,000 36,565,645 —1,684,40,000| 12.7788 3986 1.38 = «89 A/S D116 132 0.061 0.93 0.32 34.71 0.187 | 1927 
914,876,000 2,818,901,000 14,475,000 38,155, :714 —1,825,900,000| 13.2823 3912 1.54 .99 «= -.201.— 19.70 148 0.056 «1.00 0.22 32.17 0.281 | 1928 
822,180,000 2,535,386,000 14,825,000 42,613,983 2,002, 864,000] 12.6727 3683 1.32 .96 191 18.51 .18 0.051 O.87 0.21 30.63 0.219 | 1929 
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1935 

After the readjustments which took place in the 
last half of 1934, fundamental conditions and con- 
tinued large federal disbursements for relief and 
public projects lifted the Babsonchart Index of the 
Physical Volume of Business from 70 in September 
of 1934 to as high as 84.3 in March of 1935. 

Stability marked the spring and summer of this 
year. This was so not only in the Babsonchart 
Index which held between 84.8 and 82.3 thruout 
the first three quarters of the year. In the final 
quarter, considerable impetus to business was given 
by an altered new model schedule in the automo- 
bile industry which made very active a period 
that heretofore was relatively inactive. Despite 
revised seasonal adjustments necessitated by this 
fact, business actually boomed in that industry, 
the output of automobiles for the year totalling 
4,100,000 as against 2,800,000 in 1934. 

By December the Index of the Physical Volume 
of Business had reached 95.6, less than 8% below 
the estimated position of the normal X-—Y Line. 
This showed a recovery of 62% from the depth of 
the depression in March of 1933, and represented 
about as rapid progress as has heretofore ever 
been made from any of the depressions since 1870. 
Fundamental forces were definitely behind the 
revival as they had been during the rapid decline 
following the panic of 1929. 

The Babson Industrial Commodity Price Index 
showed very little variation. So far, industrial 
and agricultural production was able to expand in 
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sufficient proportion to counterbalance the infla- 
tionary tendencies as reflected by enormous in- 
creases in the federal deficit. By the end of 1935 
the federal debt had reached $29,114,000,000 as 
against $26,246,000,000 at the end of 1934. Bank 
deposits had increased from $44,771,000,000 on 
December 31, 1934, to $48,950,000,000 on Decem- 
ber 31, 1935. Most of this increase can be traced 
indirectly to the excess of federal expenditures 
over income, since the sum total of commercial 
and other private loans from banks, $20,327,- 
000,000, on December 31, 1935, showed a slight 
decrease from the amount of 1934. 

This federal policy, coupled with the timidity 
of new capital to expand because of reform and 
interference from Washington, led to a condition 
of easy money in the investment markets because 
funds tended to concentrate into already existing 
securities. Thus, despite the mounting federal 
deficit the refunding of these federal loans, as well 
as the refunding of private loans was accomplished 
at decreasing interest rates. Consequently, stock 
market prices were buoyed up by a triple force: 

(1) Decline in the return on other sounder invest- 
ments made stocks more attractive so long as they 
were earning something more than 5% on cost. 
(2) As the year progressed, investors observed 
that 1935 was the first year of stable industrial and 
agricultural conditions, warranting higher prices 
because of the elimination of many old uncertain- 
ties and improving earnings. (3) The mounting 
federal deficits were a foreboding of the inflation- 
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ary developments getting out of hand. The advan- 
tage of owning common stocks, representing 
property, instead of bonds representing a limited 
sum of money, was widely put into practice. In 
fact, from a low point in March of 1935 until the 
recession in April of 1936, stock market averages 
closed higher every succeeding calendar month. 


1936 

The severe drought, worse than 1934’s, served to 
strengthen agricultural prices and to raise farm 
income 11% over 1935. June saw 3,000,000 World 
War veterans receive $1,600,000,000 in federal 
bonus bonds and checks. Relief benefits continued, 
but as the Babson Business Index crossed the X-Y 
normal line reemployment permitted sharp cuts 
in these payments. 

Despite the drought, railroads enjoyed increased 
traffic from other sources. As many rail securities 
were still in default and reorganizations delayed, 
higher gross revenues flowed into urgent equip- 
ment and maintenance projects. Caught at last 
by recovery forces, this major capital goods in- 
dustry, with advancing building activity, became 
the prime spur, carrying general business across 
the X—Y line. 

Roosevelt’s landslide re-election inspired con- 
fidence in employees and consumers. Employers 
aided the wave of good feeling by widespread wage 
advances and retail trade reached new recovery 
peaks. The year closed with an unusual record of 
healthy progress in business and financial factors, 
but it also laid new labor problems at the door of 


1937. 


CHAPTER -VAlrk 


INVESTMENT SUPERVISION, WHAT SECURITIES 
TO BUY OR SELL 


5 ; OU, as an investor, have two problems of 
major importance: First, When to buy or 
sell; second, What to buy or sell. The fore- 

going chapters have discussed how to obtain guid- 

ance in timing your purchases and sales from a 

study of fundamental conditions. Based upon the 

Law of Action and Reaction, the Babsonchart en- 

ables you to decide when business has turned the 

corner around the bottom of a period of depression 
and entered upon a broad trend upward. In such 

a buying zone, a skilfully selected and well diversi- 

fied list of stocks is a favorable purchase for the 

long pull. Your buying of course should be out- 
right, not on margin or borrowed money. 
Likewise the Babsonchart enables you to decide 
when business is reaching levels of dangerous over- 
expansion; you are warned that eventual readjust- 
ment is inevitable. In such a selling zone, regard- 

less of the unpredictable short swings, stocks are a 

sale from the long-pull viewpoint. Hence the 

Babsonchart, interpreted in the light of the Law of 

Action and Reaction with the aid of the area theory, 

gives you, as an investor, invaluable assistance in 

taking a sound long-pull position. Your judgment 
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is fortified on the primary question of When to 
buy or sell. 


WHAT TO BUY OR SELL 


The secondary question of What to buy or sell, 
is the subject of this present chapter. As an in- 
troduction, it is well to glance at the progress of 
investment procedure during the past thirty years. 
The present generation of investors may not clearly 
recall the days when fundamental statistics were 
not systematically collected, compiled and inter- 
preted. Even in those early days, however, the 
most successful investors contrived to gather, with 
much struggle and expense, a few barometric 
figures. These data were inadequate; and where 
each individual investor did his own collecting and 
compiling, the cost of even this fragmentary re- 
search was practically prohibitive. 

The immense expansion and improvement of 
investment practice during the past thirty years 
has been mainly due to the growth of centraliza- 
tion and co-operation. The “‘clearing house idea” 
has been developed for the benefit of investors. 
This means: When fundamental statistics are 
centrally gathered and distributed to a group of 
investors, the cost to the individual is relatively 
nominal; and the scope and value of such work 
can be increased immeasurably. 

Because of the extraordinary success of cen- 
tralization applied to fundamental statistics, an- 
other need has been clearly indicated. This need 
is for some similar development in collecting and 
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disseminating information and counsel on specific 
securities. For many years an approach has been 
made to the solution of this problem. More 
recently the objective has been closely reached in 
a plan known as the Supervised List, which we will 
now describe in detail. 


EFFICIENCY OF SUPERVISED LIST 


The Supervised List answers the investor’s 
question, What to buy or sell, as the Babsonchart 
answers his question, When to buy or sell. Further- 
more, the Supervised List — like the Babsonchart 
— is based squarely on methods of co-operation, 
centralization, and the clearing-house principle. 
The old idea was for each investor to put all his 
funds into some chance assortment of stocks and 
bonds. This hodge-podge of securities happened 
to catch his particular fancy. A portfolio of this 
personal kind might be scrutinized after a fashion; 
obviously, however, it could not receive fully com- 
petent supervision except at practically prohibitive 
cost. 

On the contrary, when a group of investors 
decide to place at least a part of their funds in a 
carefully selected, well-diversified list, then here is 
a portfolio which can be given constant and com- 
plete supervision, — and at most reasonable cost 
to each investor. The fancied virtues of over- 
loading a portfolio with “‘personal pets” are usually 
illusory and far outweighed by the solid advantages 
of possessing a list on which you have the pro- 
tection of superior supervision. 
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Therefore, it can be emphasized that every 
person who buys, sells or exchanges stocks and 
bonds should consider the far-reaching merits of 
the principle of the Supervised List. Regardless of 
whether an investor’s intent is to protect his 
capital, enlarge his income or enhance his profit, — 
he needs the safeguard which is assured by this 
type of supervision. 


ORIGINAL RESEARCH PARAMOUNT 


One of the basic features of the Supervised List 
principle, is the assurance of original research. 
Only as investors pool their efforts by uniting on a 
Supervised List is it feasible to engage in true re- 
search and investigation. Genuine research activi- 
ties are out of the reach of the ordinary purse if 
each individual investor must bear the whole ex- 
pense. The kind of supervision made possible by 
the co-operative plan, provides originality and 
avoids the pitfalls of second-hand information. 

From the earliest days of investment research 
one fundamental principle has stood out with 
especial clarity, namely: the soundest supervision 
of investments is based upon the wider viewpoint 
that includes not merely investments but all other 
economic factors. A competent investment staff 
should include not alone the so-called “investment 
men” but a far broader personnel. Such a staff 
should include groups giving their attention not 
alone to stocks and bonds, but also to commodity 
markets, labor conditions, wholesale and retail 
trade, industries, localities, and social trends. 


356 BUSINESS BAROMETERS 


BUSINESS BACKGROUND VITAL 


In previous chapters it has been shown that 
companies can incur heavy losses by ignoring the 
trends of commodity prices; and can amass sub- 
stantial profits by taking advantage of these tidal 
swings. ‘The inventory losses caused by excessive 
buying on the brink of a price collapse have some- 
times been severe enough to invite bankruptcy or 
reorganization; whereas the profits arising from 
inventory appreciation have sometimes equalled 
or exceeded the gains from the company’s purely 
manufacturing or merchandising operations. Hence 
in watching a supervised list of investments, much 
weight must be given to commodity price ten- 
dencies from a long-pull viewpoint. 

Another important guide in supervisory work is 
the situation and outlook in key localities through- 
out the country, as shaped by the locality’s leading 
industries and activities. The rise or fall of buy- 
ing power in any region, vitally affects not only 
local retailers but spreads back to wholesale 
establishments and ultimately reaches the manu- 
facturers and the producers. It is a mistake for 
bondholders and stockholders to overlook what 
is happening in areas remote from financial centers. 
The purchasing power of all sections is a determi- 
nant of investment values. 

Hence in supervisory studies it is most desirable 
to keep in touch with prospects for key localities 
and key industries. This requires that contacts 
shall be maintained with important trade associa- 
tions and that diligent use should be made of trade 
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journals. Among other nations, it is recognized 
and acknowledged that the trade press of America 
has no equal throughout the world. More real 
meat for investors is to be found in a good trade 
journal than in many a column of frothy invest- 
ment chatter. 


BREADTH OF VIEW ESSENTIAL 


Each publication, however, specializes inten- 
sively within its own particular industry. It is 
professedly partisan, devoted exclusively to serv- 
ing the interests of the industry which it represents. 
For investment purposes, therefore, it is highly 
important to check each industry against other 
industries — especially those in competition. Only 
by studying all industries, is it possible to make 
prejudices and partisanships “cancel out’ and 
arrive at the net truth. 

Trade associations and trade journals, however, 
tend to stress the attitude and activity of capital. 
For balanced investment judgment, of course, it is 
essential to understand also what is going on in 
labor circles. It is necessary to forecast the effect 
of labor conditions upon industries and upon 
individual companies and their securities. No 
supervision of investment holdings can be complete 
unless it includes intensive study of employment, 
payrolls, wage rates, hours of work, cost of living, 
strikes, and other labor conditions. 

Labor tendencies are vital in two ways: (1) in 
effect upon corporate cost; (2) in effect upon public 
purchasing power. In keeping close watch of 
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union activities and other labor elements, it is use- 
ful to obtain from news columns throughout the 
nation the local reports and comments on strikes 
and other labor troubles, wage changes, and em- 
ployment trends. All such information, of course, 
must be verified and interpreted. 


WATCH-TOWER OF THE PRESS 


This same necessity of verification and interpre- 
tation applies to the use of the newspapers for 
keeping in touch with other tendencies. News 
must be not only watched but weighed. Never- 
theless the press is an indispensable source of in- 
formation. The investor naturally does not want 
to feel that ‘‘All I know is what I read in the news- 
papers”; but even such information would be 
very considerable provided it is not confined to the 
headlines. Particular attention should be given 
to the inconspicuous and buried items. Where the 
investor is most likely to go astray is through being 
over-influenced by what is headlined and played 
up or played down. It is not the news itself which 
is misleading but more frequently the angle and 
emphasis with which it is presented. Like the 
look-out men in the fire-tower in the forest, the 
investor should use a news story as a “sign of 
smoke,” which should be tracked down and checked 
for its investment validity and significance. 

There is also a wealth of information not alone 
in the newspapers but in magazines and periodi- 
cals, — not merely those of professedly investment 
or business purpose, but the general magazines as 
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well. Remember that if a publication continues 
to exist, it must maintain the interest of its readers. 
It must keep in tune with the times. This means 
that any established and growing periodical is 
necessarily an indicator of the public trends which 
in turn are shaping investment values. Another 
vast source of information — especially forward- 
facing facts — is the technical and scientific press. 

It is true that success in investment is not 
learned chiefly in the volumes of a library but in 
the volumes of a market. Nevertheless, it pays 
in investment supervision to watch continually for 
all new books in the fields of finance, business and 
economics; and to comb this material for informa- 
tion and ideas. Steady consultation of current 
literature is very useful in developing improved 
supervision. Books and periodicals offer much 
information, and also suggestion for independent 
research. Investment supervision is immensely 
aided by booked shelves and filled files. As such a 
collection of data grows over the years, it gathers 
much material that is as irreplaceable as it is in- 
dispensable. 

Long before the Roosevelt administration di- 
verted attention from Wall Street to Washington 
as a center of investment interest, competent in- 
vestors were aware of the vast store of information 
in Government departments. It is essential for 
thorough supervision to maintain a close exami- 
nation of Government data, with systematic con- 
tacts and frequent visits to Washington. 

One of the interesting developments of the past 
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quarter century is the growth of investment 
manuals and other information services in the in- 
vestment field. The average investor lacks the 
time, as well as the inclination, to study and weigh 
the overwhelming masses of facts, figures and 
opinions that are represented by these services in 
the aggregate. To bring to bear upon a Supervised 
List this volume of data, is the function of cen- 
tralized supervision. 


ENDOWMENT FUNDS A FRUITFUL STUDY 


An outstanding feature of the 1929-1932 col- 
lapse was the conspicuous strength of certain of 
the important endowment funds of churches, col- 
leges, and other institutions. In various instances, 
owing to the efficiency of investment management, 
some of these funds exceeded by far the success of 
the majority of individual investors. One of the 
strongest elements in supervision is the contact 
with the managements of leading endowment 
funds. This does not mean any slavish patterning 
after their portfolios (which are a problem distinct 
from the requirements of individual investors), 
but rather intelligent co-operation. A corner stone 
of such work is a systematic ‘‘audit” to appraise 
the relative results obtained by such managements 
in their purchase, sales, and exchanges. 

Important also is the meeting of minds among 
individual investors themselves for interchange of 
information and frank discussion of investment 
matters. Those who are co-operating in reducing 
the expense of investment supervision can profit- 
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ably co-operate also in periodic discussions and 
informal forums. Furthermore, it is most de- 
sirable that the research workers and analysts in 
charge of a Supervised List meet and interchange 
ideas with the investors who are holding the List. 
When efficiently handled, national and local con- 
ferences may be made of utmost value. 

Despite the great practical importance of the 
various points, it is impossible to over-emphasize 
the dollars-and-cents value of Originality. Origi- 
nality is prized in literature and the arts, — but 
in investment information Originality is priceless! 
In the work of Supervision, you can put close to the 
head of the list of basic policies: Originality of 
research and providing reports with greatest speed. 
The world’s most perishable product is not fruit or 
eggs, — but information. A report two weeks old 
may be too old: Causing losses instead of gains. 
That is one reason why investors should be wary of 
any purely synthetic service, compiled with paste- 
pot and shears instead of first-hand originality. 
We reiterate the warning with which we opened 
this chapter: Avoid second-hand information! 


CONTACT WITH FIELD 


For originality of information and research it is 
vital of course that a supervisory staff should 
make systematic field studies. There is much real 
value to be gained from information, concerning 
managements for example, obtainable mainly in 
the field. This should be supplemented by a far- 
reaching network of correspondents and contacts, 
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— carefully chosen, effectively cultivated, and con- 
stantly used. 

As an objective in such development, the’ pur- 
pose should be to have a representative, a corre- 
spondent, or a contact in each town of 2,500 or 
more population. This would provide some form 
of representation in more than 3,000 communities, 
— which is approximately the number of counties 
in the United States. This gives truly nation-wide 
supervision. 

Important also are contacts with the officials and 
executives in the companies under supervision, or 
under consideration for inclusion in a Supervised 
List. The purpose of this, however, is to obtain 
factual information rather than so-called “inside 
tips’? which sometimes prove to be propaganda of 
doubtful value. Moreover, in all such investiga- 
tions it is wise to avoid entangling alliances; these 
might become a serious source of embarrassment in 
event it becomes advisable to exchange out of the 
companies’ securities. 

' It is clear from the foregoing that supervision 
of such scope and intensity calls for no small per- 
sonnel and equipment; it needs a large plant, 
elaborately outfitted and operated at heavy costs. 
High-grade research and analysis are expensive 
projects when performed with conscientious thor- 
oughness. How can such work be made available 
at reasonable expense to the individual investor? 
By centralization, share-the-cost, co-operative, 
“clearing house” principles. Through a Super- 
vised List you obtain at nominal cost the benefits of 
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organized management applied to your personal 
holdings. Application of the Supervised List prin- 
ciples not uncommonly results in an appreciation of 
holdings very much greater than a neglected port- 
folio left to drift along without adequate super- 
vision. 

SUMMARY OF TESTS 

As a summary of purposes, a Supervised List is 
founded upon certain vital principles, such as: 
(1) That a knowledge of fundamental business 
trends is essential to a successful list; (2) That 
protection comes through diversification; (3) That 
the greatest returns come from selecting the right 
groups of companies, conscientiously managed; 
(4) That constant vigilance by experts is absolutely 
essential; (5) That losses must be rigorously limited 
_ to determined proportions; (6) That the taking of 
profits and counterbalancing of losses should be 
handled systematically. 

As a summary of policies: In developing, select- 
ing and supervising a centralized list of stocks and 
bonds, such supervision finds guidance in the fol- 
lowing tests of excellence. 

A. Buy the securities of industries which are: 

(1) Rendering a needed service contributing 
to true welfare. 

(2) Not being exploited. This means you 
should buy before the group gets pub- 
licity and prices advance. 

(3) A “coming” rather than a “going’’ in- 
dustry; preferring those of a “repeat”’ 
nature. 


364 BUSINESS BAROMETERS 


B. Invest in or loan to companies which: 

(1) Are honestly, economically, and efficiently 
managed, where the officers have ade- 
quate holdings and are not interested in 
too many outside activities. 

(2) Have either once been reorganized or 
been through a severe business depres- 
sion. 

(3) Are reducing percentage of debt. 

C. Invest in notes, bonds or stocks which: 

(1) Are well secured, both by assets and 
earnings. 

(2) Have reasonable market and are not 
handicapped by threatening maturities. 

(3) Are justified as to cost, considering what 
the Babsonchart indicates with respect to 
future prospects. 


The experience of thirty years fully confirms the 
wisdom of the Supervised List principle. It meets 
most efficiently the investor’s problems of what to 
buy and sell. We are convinced that the plan de- 
serves the thoughtful consideration of every person 
who buys, sells, or exchanges stocks and bonds. 
It helps the investor to safeguard his capital, in- 
crease his income, enlarge his profits. | Under- 
stand the principles of co-operative supervision: 
Such supervision, combined with its cardinal prin- 
ciple of diversification, brings you the most com- 
plete protection obtainable. 


CHAPTER Ix 
CANADIAN FUNDAMENTAL CONDITIONS 


ness fundamentals, to consider the United 

States and Canada as a single economic 
entity as far as general business activity is con- 
cerned. It is, of course, true that there is a lag 
between any definite economic movement of 
general business conditions in the United States 
and those in the Dominion, but the indissoluble 
economic bond which links the two countries to- 
gether prevents any long-lived prosperity north 
of the boundary line while depression exists on the 
other side. 

It is an interesting fact, however, that since 
1914, the average rate of increase of general busi- 
ness activity in Canada has been greater than in 
the United States. This has been particularly 
marked during the post-war period and the general 
record of Canadian business for 1928 showed the 
best of any year on record. Canada, with an area 
larger than the United States and with a population 
only one-tenth as great, is today standing on the 
threshold of tremendous possibilities. What is 
needed most is man power and the development of 
both natural resources and industries. This spells 
opportunities not only for Canadians, but for the 
people of the United States as well. 

Every year sees new markets added to the trad- 


iB is customary, in any broad analysis of busi- 
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ing list for Canada’s exports. Approximately 
20% of the net income of the Canadian people is 
derived from exports. The United States and 
Canada are each among the biggest customers of 
the other. The enormous wheat surplus of the 
Dominion alone is a tremendous factor in world 
commerce. The half-billion bushel wheat crop, 
which in 1928 marked the highest total in Canadian 
history, should be increased during the next few 
years, inasmuch as hundreds of thousands of new 
acres are being brought under tillage. 

New inventions, chemical discoveries, mineral 
developments and improved facilities of trans- 
portation and communication have aided Canadian 
progress during the past few years. This forward 
looking development in the technological pro- 
cesses is bound to benefit new countries such as 
Canada far more than older nations. 

We are exceedingly optimistic about the future of 
Canada during the next ten years. There was a 
short period after the war when the Dominion 
marked time, but she is now forging ahead under 
the most favorable auspices. It may be said that 
Canada today is no longer on the threshold of great 
prosperity; she has actually stepped across that 
threshold and is proceeding swiftly along the 
corridors of tremendous economic development. 
Her progress during the next decade is bound to 
attract the attention of the entire world. In 
order to measure accurately this economic progress 
research work has been going on toward a new 
Babsonchart of Canada. 
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Canadian Babsonchart.* — This new Bab- 
sonchart shows month by month in terms of the 
physical volume of business activity the true 
progress of Canadian business over a longer period 
of time than that of any study hitherto available. 
The preliminary result of this study of Canada, 
which follows the same general lines as that of 
the Babsonchart of the Physical Volume of the 
United States Business Activity is shown on the 
insert opposite page 372. 

Major Groups. — In building up the Canadian 
Babsonchart, business activity. has been divided 
into four main groups: (1), Mineral Production; 
(2), Agricultural ProductionT as it comes into com- 
mercial channels through agricultural marketing; 
(3), Manufacture; (4), Distribution. In each 
group the activity in sufficient industries has been 
taken to give a large percentage of the total activity 
of the Dominion for that group. In each group 
the more important series (listed on page 370), 
have been selected, all of which, with the exception 
of new building construction, can be had in terms 
of physical volume rather than dollar value. To 
put the series on a monthly basis however has 
involved a considerable amount of original work. 

The Type of Series. — Production series have 
been used wherever possible, but for some impor- 


* Valuable assistance in the compilation of this Babsonchart was given 
by Mr. R. H. Coats, Dominion Statistician, and his associates, and by 
other officials of the Dominion and of the Provinces. The more important 
corporations in many fields, through the contribution of their confidential 
data on production have assisted in making a more complete index than 
would otherwise have been possible. The thanks of al interested in a study 
of the growth and movements of Canadian business are due to those who 
have so splendidly co-operated in this study. 

+To prevent confusion of curves on the chart, these are not plotted. 
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tant industries such data are not available over the 
entire period, or for all branches of the industry. 
This necessitated the use in part of export or import 
series of basic materials to represent these indus- 
tries. In the case of flour, newsprint, rubber and 
sugar the production series are available for a part 
of the period. A comparison of such data with 
imports or exports for overlapping periods has in 
every case shown marked parallelism. Hence, 
the change from one series to the other has been 
made by simple substitution of one series for 
another with an appropriate change in the weight- 
ing factors. In the case of lumber and wood pulp 
exports, no comparison of production and imports 
or exports was available, while in certain other 
instances such as imports of petroleum and raw 
cotton there is little or no domestic production. 

No attempt was made to represent production 
by storage data, as for example in the case of milk, 
butter, eggs, cheese. There is little reason in 
theory for expecting a close similarity of move- 
ment between production and storage figures, and 
this has been borne out by the comparisons that 
have been made. Even export series, in every 
instance that we have studied, more nearly reflect 
production movement, although in some cases 
with a decided lag. Employment series, on the 
other hand, while less sensitive than production 
data, show a very close relationship to the latter in 
both cyclical and seasonal movements. 

Seasonal Adjustment. — Each series is adjusted 
for seasonal variation determined on a changing 
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basis by a modification of the methods used by the 
U. S. Federal Reserve Board, Prof. L. W. Hall, 
and others. A seven-period moving median (arith- 
metic mean of the middle three items) for each 
month of the year, of ratios of actuals to a 12- 
months’ moving average was used, both moving 
means centered at the midpoints of their respective 
periods. For the extreme years the curve of this 
seven-period moving median was extended as 
judged on the basis of the general trend of the 
adjacent years. ‘This has yielded excellent results, 
and has convinced us that a constant seasonal index 
is in many, probably in most, cases highly un- 
satisfactory. The trend line is fitted to the 
data visually, pending the accumulation of more 
data. 

The Formula Used. — The formula used for com- 
bining the individual series to obtain the index 


F je 4 
number is the form of Aen eee that is 


employed by the U.S. Bureau of Labor, the Federal 
Reserve Board, Professor Fisher and others. This 
formula is rated highly by Professor Fisher. It 
is free of the statistical bias possessed by averages 
of relatives, is easy to comprehend, simple to calcu- 
late, and makes possible a logical shift of base by 
simple division. 

The “ideal” formula chosen for the U. 8. Babson- 
chart was considered less suitable in this case, 
because the conditions requisite for its logical use 
were not so nearly present in the Canadian data. 
The use in certain cases of export or import series 
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__THE BABSON INDEX OF THE CANADIAN PHYSICAL VOL- 
UME OF BUSINESS is a composite of mineral production, manufactures 
and railway freight. It is believed to be a good representation of the na- 
tion's commercial and industrial REAL income or progress (in terms of 
goods and services rather than money). By reading this monthly business 
curve against the right or left hand scale of index numbers, comparisons can 
be made between any points; thus you can compare your physical unit sales 
with the Babsonchart ae nthe curve. THE AVERAGE OF 1922-1925 IS 
100. The last point on the curve is a preliminary estimate. 

Every successive business cycle has had a higher average level; the X-Y 
“NORMAL LINE” connects these averages. Thus the estimate of normal 
is clearly shown. The BLACK AREAS above the X-Y line of normal 
ae tag represent periods of over-expansion in business; the RED AREAS 

ow are periods of readjustment. An over-expansion area tends to be 
followed by a depression area of approximately equal size tho varying 
shape — based on the theory that (when time and intensity are multiplied 
to form an area) “action and reaction” are equal. The growth of Canadian 
business, population, industry and agriculture, and the important shifts 
taking place make it as yet impossible to attain the mature type of business 
cycle ‘which is meant by the theory of Action and Reaction. 

Subjects included in the Business Index: MINERALS — Coal, Gold, 
Nickel, Silver, Copper, Lead and Zinc; MANUFACTURES — Newsprint 
Production, Woodpulp and Planks and Boards; Flour and Sugar Output, 
Cheese and Canned Salmon Exports, Hog, Cattle and Sheep Slaughter; 
Steel Ingot and Pig Iron Output, Iron and Steel Imports; Raw Cotton and 
Yarn Imports, Raw Wool and Yarn Imports; Cigarette, Cigar and Tobacco 
Output; Passenger Automobiles, Rubber Goods, Crude Petroleum Imports, 
New Building; DISTRIBUTION — Net Ton Miles of Canadian Railway 
Freight. USUAL SEASONAL MOVEMENTS in all the above series are 
ELIMINATED. 


The other curves are closely related to business. The black dash curve is 
the Dominion Bureau of Statistics monthly average INDEX OF WHOLE- 
SALE COMMODITY PRICES (1926 = 100). It reflects average inven- 
tory costs and contains over 500 commodities: Vegetable Products, Animals 
and their Products, Textiles, Wood and Paper, Iron and Steel, Non-Ferrous 
Metals, Non-Metallic Minerals and Chemicals. 

The red dash curve is the Dominion Bureau of Statistics Investors’ 
monthly average STOCK PRICE INDEX (also 1926 = 100). The solid 
black line represents the monthly average yield of 10 CANADIAN ME- 
DIUM-GRADE BONDS as computed by us. It serves as a guide for 
comparison of individual bond yields with the average. The special in- 
verted scale causes this line to move as would a chart of bond prices, thus 
showing the favorable or unfavorable trend of long-term interest rates. 

The RATIO SCALES automatically give proportional movements in 
all curves; equal vertical distances between any points represent equal per- 
centage changes. Questions are always sctichied. 
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for all or part of the period to represent production; 
the combination of such imperfectly comparable 
series; and the decision to use ‘‘value added per 
unit of production”’ as a basis for weighting, made 
necessary the introduction of fixed weights to a 
much greater extent than in the case of U. 8. Bab- 
sonchart, thus vitiating one of the fundamental 
advantages of the “ideal”? formula (Fisher, No. 
353). 

Weighting and Base Period. — The period 1922- 
725 was chosen as the base for comparison because 
the use of a post-war period for this purpose seems 
necessary in a growing country where the former 
levels of production are being left behind. This 
same period was chosen as the weighting basis as 
it is the latest period for which ‘“‘value added’ 
data for manufactures was then available. A 
longer base was not chosen because of the abnormal 
conditions in 1921. Finally, a recent base period 
for weighting is desirable to minimize error in the 
more recent index numbers. 

In the formula used the weights are fixed nominal 
prices, the value added per unit of production 
(total value in the case of mineral production and 
agricultural marketings). But such nominal prices 
have not remained the same over the entire period, 
since actual prices, value added, and the representa- 
tive character of series used have changed. The 
effects of changing base for earlier periods was 
investigated, using the 1910 weighting base for 
1909-1912 and the 1915 base for 1913-1917, and 
the 1919 base for 1918-1921. The index numbers 
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so calculated have been lower by a fairly constant 
amount than the index numbers for corresponding 
years on the 1922-25 weighting base. We have, 
therefore, taken the geometric average of the 
results obtained on the two different bases for each 
year and month for the above periods. This does, 
in fact, give a modified form of the “‘ideal”’ formula. 

The Trend Line.— A tentative smooth trend 
line for the entire period covered by the chart, 
determined by the best visual approximation, 
shows what might be called the normal rate of 
growth of the physical volume of business over 
that period. We do not offer this as a final X-Y 
Line, for from some points of view it is logical to 
consider the years since the depression following 
the war as typical of the real trend, and such an 
X-Y Line based on that period may later be found 
to be a better measure for current business condi- 
tions. 


FINAL WORD TO READERS 


It occurs to the author that this book may 
possibly be the means of causing some persons who 
will not give the proper study to statistics and 
general conditions, to invest in stocks. I therefore 
advise every reader that, if he is unwilling to invest 
about one hundred dollars a year in collecting and 
tabulating the necessary statistical data, it is better 
to buy no stocks whatsoever, but to confine all 
investments strictly to high grade bonds such as 
are recommended by conservative bond dealers. 

For those wanting more specific information 
on fundamental investment practices and procedure 
we have prepared the book ‘‘Investment Funda- 
mentals,”’ published by Harper & Brothers, New 
York. 

Success comes not so much by forecasting, as by 
doing the right thing at the right time and always 
being willing to change one’s course. For this 
reason much more money is made by directing 
one’s business and investments with a purpose of 
preventing panics than by trying to forecast panics 
and then pursuing a policy based upon the belief 
that said forecast must prove true. With this 
object in view, I offer the services of my large 
organization that merchants, bankers and investors 
may always be best prepared for whatever the 
future is most likely to bring forth. 

Rocrer W. Basson. 


“No sir, ye can bet it ain't th’ people that have no money 
that causes panics. Panics are th’ result iv too manny people 
havin’ money. Th’ top iv good times is hard times an’ th’ 
bottom iv hard times is good times. Whin I see wan man with 
a shovel on his shouldher dodgin’ eight thousand autymobills I 
begin to think ’tis time to put me money in me boot. 

“Don’t git excited about it, Hinnessy, me boy. Cher up. 
"Twill be all right tomorrow, or th’ next day, or sometime. ’Tis 
wan good thing about this here wurruld, that nawthan lasts 
long enough to hurt. I have been through manny a panic. I 
cud handle wan as well as Morgan. Panics cause thimsilves 


an’ take care of thimsilves.” 
— Dooley. 
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FUNDAMENTAL CONDITIONS OF 
BUSINESS AND FINANCE 


Two basic Services (Business and Financial) 
designed to furnish merchants, manu- 
facturers, investors and bankers with im- 
partial, up-to-the-minute information on 
the subjects mentioned in this book. 


BUSINESS SERVICE INCLUDES: 
A. Barometer Letter and Babsonchart 


The weekly Barometer Letter and Babsonchart 
analyzes the current business and financial situ- 
ation; and keeps you thoroly informed on funda- 
mental conditions. 

The Barometer Letter is in no way designed to 
replace original thought on the part of clients, and 
should not be regarded as a “market letter’ in 
any sense. It is more in the nature of an en- 
gineering report, affording a helpful check and 
comparison when determining what course of 
action and policy is the most profitable. In con- 
nection with the Barometer Letter, a summary 
index figure is also given which shows the changes 
from the normal of general business. 


IMPORTANT ADDENDA 


The Babsonchart, a vital part of this bulletin 
shows graphically the trend of this index figure 
during the past thirty years, brought up to date 
each week. It gives a comprehensive summary 
of the past, an exact record of the present, and the 
clearest possible indication of the future business 
of the United States. By watching from month 
to month the movements of the Babsonchart, 
one can see at a glance the trend of general busi- 
ness, and also the tendency of commodity and 
security prices. The close relation which these 
latter subjects bear to general business conditions 
is clearly indicated by the Babsonchart. 


Graphic Outlook 


The Barometer Letter also contains once each 
month the Graphic Outlook. The Graphic Out- 
look gives you an accurate view of the funda- 
mental trend of the most important separate Busi- 
ness and Financial Barometers. Information is 
collected from hundreds of sources, boiled down, 
and furnished you on a single page. Here im- 
portant statistical data are placed in graphic form 
where your eye can readily select that which you 
require. The Graphic Outlook gives you in- 
stantly the correct comparison of any of the forty- 
one basic Barometers of Business and Finance 
with the current month, a year ago, and the 
elapsed portion of the current year, with the same 
period of the preceding year. 


BUSINESS BAROMETERS 


B. Commodity Bulletin 


The Commodity Bulletin gives our analysis and 
forecasts on the general commodity situation, and 
our specific advices on over 100 individual com- 
modities. Our advice on the individual commodi- 
ties is based on a close study of the general busi- 
ness situation as measured by the Babsonchart. 
Clients are thus enabled to keep their buying 
policies adjusted to the changing phases of the busi- 
ness cycle. Because of the number of commodities 
covered, clients are able to plug many small leaks 
by installing more efficient buying of secondary 
materials, which are used in the operation of the 
plant or in connection with the process of man- 
ufacturing or the conduct of the business. 


Cc. Management Bulletin 


The Management Bulletin covers matters of 
sales, advertising, credit, employment, etc. Wages 
are recognized as one of the most important 
factors determining purchasing power. ‘There- 
fore, one of the features of this Bulletin is reports 
of wage changes. On the down side of the cycle 
it was important to know where purchasing power 
was shrinking because of wage cuts. On the 
up side of the cycle it means a reduction of selling 
expense to concentrate in sections where wages are 
being increased. 

There is great flexibility in the editing of this 
Bulletin. Special effort is made to concentrate 
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on those problems which are of most pressing im- 
portance at the moment. The human factor is of 
such great significance in our business future that 
in handling matters which relate to employment, 
wages, hours, working conditions, ete., we take into 
consideration the fundamental social forces which 
must be carefully watched by those responsible for 
the management of business, investments and for 
stable employment for workers. 

Especial attention is given to changes in gov- 
ernment and men’s attitude toward government in 
industry. Therefore, this Bulletin immediately 
covered intensively the various stages of the 
recovery program. Changes in the worker’s at- 
titude toward his employer and in the relation 
between producer and consumer are also carefully 
followed. An effort is made to interpret current 
problems of management against the background 
of the great fundamental laws of governing human 
behavior. 

Sales Map 


Each month the Babson Sales and Credit Fore- 
cast Map portrays the sales situation thruout the 
United States. By means of three different colors 
for the states and three symbols for the cities we 
give our views as to the relative sales outlook. 
Special three months’ forecasts are given for 150 
leading cities each an indicator for an important 
trading area. As a result clients can plan their 
advertising and sales activities in advance and 
concentrate on those territories where sales, credit 
and collections should be best. 


BUSINESS BAROMETERS 
FINANCIAL SERVICE INCLUDES: 


A. Barometer Letter and Babsonchart 


As the Barometer Letter and Babsonchart, with 
Graphic Outlook, deal with general business con- 
ditions, they go with both our Business and our 
Financial Services, since it is absolutely necessary 
for every one, whether he be merchant, banker, or 
investor, to form his policies in accordance with 
fundamental conditions. 

These bulletins give financial clients the basis 
for determining when to buy and when to sell 
securities in order to take advantage of the long 
swings of the stock market. Second only in im- 
portance to the knowledge of when to buy and when 
to sell, however, is the knowledge of how to handle 
funds at the buying and selling zones. 

It must be remembered that these bulletins 
will not help the day to day trader, for no one can 
tell what a particular security will do. When, 
however, these bulletins are used in connection 
with the rest of the Service, they fill a very definite 
need of the conservative purchaser who desires 
all of the profit that is consistent with safety. 


B. Supervised Lists of Bonds and Stocks 


We constantly keep you supplied with these 
Lists of selected issues which we believe fulfill the 
requirements of a proper investment account. 
Most important: We endeavor to notify you of all 
recommended changes in the Lists to help you 
sell or switch before it is too late! Others get you 
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‘“in’”’—we are equally zealous in the desire to get 
you “‘out.” 

Our effort is to make and to keep these Lists 
sound. You will receive a Supervised List every 
two weeks,—the bond and stock List alternating. 
These Lists will contain only fully seasoned issues, 
usually listed on the New York Stock Exchange 
or traded on the Curb. So far as feasible the Lists 
are ‘‘triply’’ diversified: (1) Diversified as to in- 
dustries; (2) Diversified as to companies; (3) Di- 
versified as to localities. Our conclusions are 
carefully compared with the portfolios of over 
twenty of the most ably-managed institutional 
funds in America. 

New issues are not included in the Lists until 
the artificial support of the security house has 
ceased with the disposal of the issue, and its real 
level is established. Let others experiment with 
new, raw issues. It was these new issues which 
caused many banks and investors their losses. 
We intend that all securities admitted to our Lists 
shall have a sufficiently broad and active market 
to facilitate quick exchange when deemed de- 
sirable. 

By writing or wiring us at any time, clients can 
obtain at once, for strictly confidential use, a copy 
of the Supervised List revised to date to include 
latest recommendations. 


Confidential Releases 


Specific buying, selling, or exchanging recom- 
mendations are given to you in Confidential 
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Special Releases. Whenever necessary (generally 
on a Saturday) at the close of the New York Stock 
Market our experts consider the whole situation 
and prepare appropriate recommendations. This 
final advice is immediately telegraphed to our ter- 
ritorial distributing offices from which it is mailed 
to our clients. This enables you to receive almost 
instantly by this special ‘‘telemail’” system this 
important information. By this method the client 
in California gets our recommendation just as 
quickly as the client in Massachusetts. 

- Our intention that clients get the Release usu- 
ally on Mondays makes this Service an instan- 
taneous and unequalled one. All of our recom- 
mendations are given on our Special Release Cards 
and in our regular Bulletins. Whichever method 
will get the information to the client the quickest 
will be used. We reserve the right to omit 
recommendations whenever conditions do not 
warrant them and to make recommendations 
at any time if conditions indicate that this should 
be done. 


C. Supervised List Bulletin 


The Supervised List Bulletin gives you a resumé 
of the financial and investment situation and out- 
look. In this Bulletin you get our confidential 
discussion and forecast of the specific group of 
securities currently most interesting to the major- 
ity of investors. This Bulletin also gives our pre- 
liminary opinions on the most prominent of the 
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bonds recently offered to the public. It calls atten- 
tion to important bond redemptions; discusses new 
issues with special reference to utility franchises; 
and contains write-ups on industries with recom- 
mendations. It is replete with outstanding lessons 
and priceless investment principles. 

The Supervised List Bulletin discusses the cur- 
rent situation of stocks and bonds and matters of 
specific interest to the investor. It gives infor- 
mation that will help our clients in the investment 
of their funds. A large number of the stocks and 
bonds in our Supervised Lists are reviewed in this 
Bulletin in an endeavor to keep clients posted on 
current high spots relative to the companies and 
their securities. 


The bulletins described are the basis for our 
Financial and Business Services. They are avail- 
able to business men and investors in. various 
combinations and at different prices. Our aim 
for the past thirty years has been to supply through 
these bulletins authoritative information on funda- 
mental business and financial conditions, the 
sound foundation upon which concrete plans can 
be based. By shaping your business and invest- 
ment policies to meet changing conditions — in 
accordance with the law of action and reaction — 
you can make far more satisfactory progress and 
profits. 
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INVESTMENT STOCKS. WHAT AND WHEN TO 
BUY—Roger W. Babson. 

BUSINESS BAROMETERS—Roger W. Babson. 

STOCKS AND BONDS—Babson Statistical Or- 
ganization, Incorporated. 

COMMERCIAL PAPER. 

THE FUTURE OF THE WORKING CLASS— 
Babson’s Statistical Organization, Incorporated. 

THE FUTURE OF THE CHURCHES—Babson’s 
Statistical Organization, Incorporated. 

THE FUTURE OF THE NATIONS—Babson’s Sta- 
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THE FUTURE METHOD OF INVESTING MONEY 
—Babson’s Statistical Organization, Incorporated. 
THE FUTURE OF THE RAILROADS—Babson’s 
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PROSPERITY AND HOW IT MUST COME— 
Babson’s Statistical Organization, Incorporated. 
THE FUTURE OF US BOYS—Babson’s Statistical 
Organization, Incorporated. 


THE FUTURE OF SOUTH AMERICA—Little, Brown 
& Co. 


THE FUTURE OF WORLD PEACE—Babson’s 
Statistical Organization, Incorporated. 


W. B. WILSON AND THE DEPARTMENT OF 
LABOR—Brentano’s. 


A CENTRAL AMERICAN JOURNEY—World Book 
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NEW TASKS FOR OLD CHURCHES—Fleming H. 
Revell Co. 

BUSINESS FUNDAMENTALS—B. C. Forbes Pub- 
lishing Co. 

ENDURING INVESTMENTS—Maecmillan Co. 

WHAT IS SUCCESS?—Fleming H. Revell Co. 

RECENT LABOR PROGRESS—Fleming H. Revell 
Co; 

A CONTINUOUS WORKING PLAN FOR YOUR 
MONEY—Babson’s Statistical Organization, Incor- 
porated. 

INSTINCTS AND EMOTIONS—Fleming H. Revell 
Co. 

A BUSINESS MAN’S CREED—Fleming H. Revell 
Co. 

STORING UP TRIPLE RESERVES—Macmillan Co. 

EASY STREET—Fleming H. Revell Co. 

NEW WAYS TO MAKE MONEY—Harper & Bros. 

INVESTMENT FUNDAMENTALS—Harper & Bros. 

CHEER UP—Fleming H. Revell Co. 

FIGHTING BUSINESS DEPRESSIONS—Harper & 
Bros. 

WASHINGTON AND THE DEPRESSION—Harper 
& Bros. 

FINDING A JOB—Fleming H. Revell Co. 

WASHINGTON AND THE REVOLUTIONISTS— 
Harper & Bros. 
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BABSON INSTITUTE 


The complexity of modern business calls for special training 
for those who would attain the highest success with the least 
waste and loss of time, energy and money. The Babson Institute 
was organized to give this training in a business environment 
and by the use of business methods. 

Babson Institute is operated by trustees under the educational 
and charitable laws of Massachusetts. It aims to give its students 
a thorough understanding of the fundamental principles involved 
in Production, Finance, Distribution and Management. The 
work covers these four branches of business activity: 

1. Practical Economics and the Handling of Commodities. 
2. Financial Management and the Care of Property. 

3. Distribution and the Control of Markets. 
4. Management and the Handling of Men. 


THE THREE DIVISIONS 


The work of the Babson Institute is carried on under the three 
following divisions: 


DIVISION ONE is known as the Resident Division and com- 
prises an intensive one to two years’ course at Babson Park. 
This course is designed for men who are likely to come into 
responsibility or property. No formal examinations are required, 
but men must be sufficiently mature and seriously interested. 


DIVISION TWO is our Extension Division prepared for those 
who wish additional training in the fundamentals of Finance, 
Economics and Psychology, but who are unable to come to 
Babson Park for personal work. In so far as is possible it covers, 
through printed Lesson Bulletins, the same subjects taken up 
at our Resident School. . There is also a special correspondence 
course for Bond Salesmen. 

DIVISION THREE is our Personnel Service Division, the 
purpose of which is to build up the goodwill of employees and 
help direct their thoughts along constructive lines. 

This service consists of two parts — “Stories’’ which are 
distributed through Pay Envelopes (or other convenient means) 
every two weeks, and ‘‘Posters’”’ which are put up in a conspicuous 
place weekly. 

DIVISION FOUR is the School For Positions. This pioneer 
work begins with analyzing the person to decide upon a suitable 
vocation. He is then given appropriate training. Finally he is 
provided with contacts to help him secure employment in some 
field for which he is best fitted. 


Further information regarding any of these Divisions will be 
sent upon request. 


BABSON INSTITUTE 
BABSON PARK, MASS. 


WEBBER COLLEGE 


Head and Shoulders 
Above Their Sisters 


are the farsighted young women who take their 
business training seriously. It means independence, 
self-reliance, efficiency, and security under all eco- 


nomic contingencies. 


Write for catalogue describing Webber’s 
unique course of business and financial 
training for women. Secretarial tech- 
nique, executive training, business prin- 
ciples, investments, finance and related 
studies. 

Fall semester in Boston. Winter semes- 
ter in Florida. Campus life with sports 
and social activities. 

Comprehensive Two-Year: Course for 


secondary school graduates. Intensive 
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One-Year Course for college women. 


For catalogue write 


WEBBER COLLEGE 


535 Beacon St. Babson Park 
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